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EAST-WEST TRADE 

1. Members of Congress

TU ES DA Y,  JA N UA RY  30 , 196 8

* H ouse of R epresentatives,
Committee on F oreign A ffairs,

SuBCOMITTEE ON EUROPE,
Washington, D.C.

The subcommittee met, pursuant to call, a t 10:15 a.m., in room 2172, 
Rayburn House Office Building, Hon. Edna F. Kelly (chairman of 
the subcommittee) presiding.

Mrs. Kelly. The subcommittee will please come to order.
This morning our subcommittee is opening a new series of hearings  

on East-West trade and rela ted transactions.
We have had these hearings on our subcommittee’s agenda for near

ly a year. We planned to hold them this  past spring and again last 
December. Unfortunate ly, the prolonged consideration of the foreign 
aid program and of other legislation refer red to the Committee on 
Foreign Affairs compelled a change in our plans.

We are beginning our hearings  with testimony from Members of 
Congress for two reasons:

Fir st, because there  is considerable intere st in this subject among 
our Congressmen. This interest is reflected in the fact tha t some 105 
Members have sponsored resolutions proposing the establishment of a 
select committee to  s tudy issues of East-W est trade.  It  is fur ther re
flected in the many other bills and amendments which suggest various 
changes in existing statutes  relating to such trade.

But, going beyond this ample evidence of congressional in terest  in 
East-W est trade,  we feel tha t Members of Congress, because of thei r 

a experience in various fields of legislation and their close contact wi th
their constituencies, can offer many suggestions which will help us to 
define the st ructure of these hearings  so that they may be fully respon
sible to congressional needs.

V In this regard , I should like to mention t ha t our inclination a t this
point is to take a close look at the whole range of legislation which 
bears on East-West t ransac tions—and to see how these various  s tatu
tory provisions implement or advance our foreign policy objectives.

To pu t it in o ther words, we are not going to confine ourselves to the 
examination of the Foreign Assistance Act, the Mutual Security Act, 
and the Battle  Act. We will also take a look a t operations  conducted 
under the Export Control Act, the Exp ort- Imp ort Bank, the Public  
Law 480 program, and so on.

There is always the possibility, as we go along legislat ing from 
year to year, tha t we can accumulate a senes of statutory provisions 
which may not be consistent with each other and may, on occasion, run 
counter to our  policy objectives.

(1)
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We would certainly  want to expose such inconsistencies if  they do exist. We are interested in having a coherent, effective policy on East- West trade. This should be our No. 1 prio rity.
I should like to add tha t this unde rtaking is nothing new to our subcommittee. Over the years we have conducted many hearings  and studies relat ing to this subject. A p art ial list of our documents which deal with East-W est trade  includes:

The Soviet Economic Offensive in Western Europe, 1963. Report of Special Study  Mission to Europe,  1964.
Recent Developments in the Soviet Bloc, 1964 (hear ings) . 
Repor t on Poland, Czechoslovakia, Aus tria, and Italy, 1965. Conditions in the Baltic  States and in Other  Countries ofEastern Europe , 1965 (hearings ).
The Crisis in NATO, 1966 (hearings and report) .
Our Changing Partnership Wi th Europe , 1966 (study missionreport) .
Recent Developments in East-W est Relations, 1966 (hear ings) . The Soviet Union and Scandinavia (study mission report, 1967).At this point I am pleased to welcome several of our colleagues who have taken time from thei r busy schedule to be with us this morning.

In  congratulating those Members who are here to testify , I also want to express my personal disappointment that  so few have sought to avail themselves of this opportunity.
This is particular ly surprising in view of the large number of Members who have sponsored legislation to set up a special committee to pursue the issue of East-West trade.
Last fall, before the Rules Committee, a number of them energetically urged the creation of such a select committee.
The inference of their  recommendations was tha t they did not have a duly constituted body to undertake th is job. Yet where are they this morning ?
And where were they on last December 7, when we scheduled our first meeting to take testimony from Members of  Congress on East- West trade?  Tha t meeting had to be canceled because of lack of witnesses.
At this point we will begin taking  testimony by calling on a distinguished member of this committee, the Honorable Pau l Findley, of Illinois.
Congressman Find ley, we will be happy to have your statement.

STATEMENT OF HON. PAUL FINDLEY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ILLINOIS

Mr. F indley. Th ank you very much, Madam Chairman.
The cur rent review of 50 years of Soviet rule in the U.S.S.R. and of two decades of Communist rule in Eastern Europe might  be well served by a reevaluat ion of the fragmented policies which the free- world nations have been pu rsuing toward Eastern Europe. Such an analysis will reveal an urgent need for a new approach to supplant the defensive milit ary concept of the NATO alliance with a more progressive economic concept of an alliance for peace.
As such a review is made it will be noted that , prio r to the Communis t coups, most of the Eastern European states had very strong



Western orienta tions and tha t sentiment for Western ways—though 
repressed—is still considerable in that  area.

Times have changed and the scene in Eastern Europe  is not what it 
was in 1947. A b rief review of this scene might cast fur the r ligh t on 
the situation.

For most of the pas t thousand years Eas tern  Euro pe has looked 
West—not East . Th is orientat ion—so deeply felt—continued until  the  
fateful years following World War  II.

At tha t time another alien invader—the Soviet Communist—sep
arated  the historic nations of Eastern Europe f rom the rest o f the con
tinent and compelled them to become an integral  pa rt of the grea t 
Asiatic plain.

The late Sir  Wins ton Church ill aptly described thi s scene when he 
said:

From Stettin in the Baltic to Trieste in the Adriatic , an Iron Curtain descended 
across Europe. Behind it lies all the ancient cap itals of Eastern Europe.

Today, 20 years late r, Marx-Leninism, the not-so-“inevitable wave 
of the future*’ is slowly being repudiated. The Iron  Curta in shows signs 
of rust ing away. Nationali sm, self-determination , and freedom were 
too precious to be discarded permanently and completely fo r the  ‘‘dic
tatorship of the proletariat.*"

Now, tradi tion al communism in Eas tern  Europe is being challenged. 
Yugoslavia has become heretical—disavowing many of the basic pre
cepts of the orthodox Communist doctrine. Rumania is increasingly 
showing independence. In Poland, although reneging on some conces
sions extended to the people after the October 1956 upheaval,  the 
regime has been compelled to gra nt freedom of worship, semiprivate 
ownership of agricu lture, and some relaxation of thought control. 
Czechoslovakia and Hu ngary are restive and unable to cope with grow’- 
ing demands for economic and politica l reforms. Albania has become 
a thorn  in Moscow’s side by declar ing its allegiance to the cause of  
Mao Tse-tung. Even Eas t Germany’s once rigid pro-Moscow line is be
ginning to waver as i ts people seek greater contact with the West and 
still long for  union with the Federal Republic.

The question begging an answer i s: Wh at can the free nations  do to 
help promote an even more rapid disintegration of the Iron Curta in, 
which still quarantines—although no longer  isolates—over 100 million 
people? What will we do to help th e nations controlled by Communist 
parties  achieve greater  freedom—and thus enhance world  peace?

The answer lies not in a fragmented, isolated approach, but  in a prac
tical and concerted effort th at would promote those ideals which insure 
the stability of all free nations.  After all, it is the West th at has found 
the formula for  genuine economic, political, and social betterment of 
mankind.

The Communist Ea st has led their peoples down only blind alleys 
from which they can find no escape except through promoting “wars of 
nationa l liberat ion.” Consequently, it is the West which must offer 
leadership in the quest for mankind’s true  progress and enduring 
peace.

The impending thr eat of Red Chinese nuclear potentia l, the con
tinued Soviet Communist interest  in world domination, the disar ray 
in the once potent Western alliance and possible breakup of NATO in 
1969 compel us to under take this task. The United States  cannot con-
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tinue its isolation from the rest of the Western Allies in dealing with the Communist states. This independent approach, accentuated since 1961, has shown the weakness which any would-be aggressor can exploit  by the well-known scheme of “divide and conquer.” Obviously, it is the free nat ions of the world who have the most im portant stake in thei r futures.
In  my judgment the safest and most effective way to promote the disintegration of the Soviet-imposed satellite system in Eastern  Europe is to develop a coherent unified policy approach in the politica l, economic, and m ilitary fields within the Atlantic Community. The cohesion and streng th this  would yield in each of these areas will inevitably attr act  Eastern European nations, and cause them to seek a profit able arrangement with the  Atlan tic Community. The Common Market is obviously having that soil of  effect on Yugoslavia and Rumania, and in time will develop tremendous centr ifuga l pulls on Poland , Bulgaria, Hungary, Czechoslovakia, and Albania. The pull would be even greater if the Common Market were to  be enlarged into an At lanti c Common Market o r Atlantic Free Trad e Area.
A unified A tlant ic political policy will make the Easte rn European nations realize tha t destiny is directed by the West—not Moscow— and induce them as a matte r of cold prac ticali ty to ad just to tha t fact of life. Unified milita ry policy mixed with political firmness on such matters as allied access to Berlin will continue to contain and hinder any plans of Moscow to extend its hegemony to any other European nation. I t will  serve to exacerbate the internal stresses and strains and, thereby, reinforce Moscow’s only other alternat ive—once h er aggressive ambitions are checked—this is, peaceful engagement and cooperation with the  W est and a gradual lessening of its revolut ionary zeal and internal totalit arianism. To expect these developments in the absence of milita ry superiori ty, politica l firmness, and allied unity  is to invite disaster.
Therefore, I  propose that efforts to promote a detente with the Soviet Union and to achieve a rapprochement with Eastern  Europe be undertaken only thro ugh Atlantic  Community institutions. The West  should strive for a common policy on such matters as East-West trade,  German reunification, the  Oder-Xeisse line, and the g rant ing of economic credits to Eastern Europe. The more West Europe is united, the greate r will be the tendency toward f ragmentat ion of the Communist bloc.A common allied policy may well mean tha t we will have to modify, perhaps even liberalize some of our present policies regarding strateg ic trade  and long-term credits. The COCOM (Coord inating Committee on Export Control)  list of strategic materia ls is only one-third of our own more restrictive list. West European nations have demonstrated a grea ter willingness than  the United States to extend longterm credits. However, a common unified policy has advantages which offset what may be a short-term Communist credi t advantage as a result  of any liberal ization.
Fir st, it will successfully avert credit wars between the members of the Atlantic Community. Therefore, we will not be in the position of undercutting each other for access to Communist markets. Secondly, agreement on these matters will serve to convince the Communist leaders of the unity  of the A tlant ic Community on political , military, and economic policies. The unified policy tha t will result  will not mean
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that the lowest common denominator becomes the policy. The give and 
lake and exchange of ideas and intelligence among the members of the 
NATO Council may, and hopefu lly will, serve to produce a policy of 
firmness, the  impact of which will be all the greate r because it will be 
the unified policy of the West, no t the un ilateral policy of the U nited  
States. If  the Atlantic nations can find a way to “hang” together, to 
achieve a common policy, then no possible combination directed against 
them will be able to  cause serious trouble. As I  s tated earlier, the cen
trif ugal pulls on Eastern Europe  and eventually even the Soviet 
Union  will be irresistible.

* A th ird  consideration tha t should govern our a ttempts to dismantle 
the Iro n Curtain is to resist any move to recognize the legitimacy of 
Soviet domination in the area east of the Elbe. Reality dictates  th at

< we recognize Soviet influence in the area, but  we must prevent giving
* the vital approval of legitimization  which the Soviets desperately 

desire.
Therefore , we should not engage in any policy that strengthens the 

international s tanding or prestige  of the Soviet Zone of Germany. Xor 
should we recognize the illegal annexation of the  Baltic States by the 
Soviet Union.

We should use every resource at our command to spread the ideas 
and ideals of freedom in Eas tern  Europe. The Iron Curtain is not 
soundproof. It  can’t keep out ideas and knowledge of what life in 
the West is really like. Voice of America and Radio Free Europe 
broadcasts  must be adequately funded and should accurately report 
and contrast life in the West with that under  communism. Lies, dis
tortions, and propaganda by the Communists rega rding the West 
should be rebut ted forceful ly, lest silence be taken as acquiescence. 
Cultural,  scientific, and educational exchanges can do much to con
vince the young adults—the isolated generation  of Eastern Europe— 
that the Western way of life is more satisfying  spiritually  as well as 
materia lly. The use of local language publications such as Ameryka in 
Poland should be sought in Rumania and in other countries.

A four th consideration should be to realize our limitations in 
promoting external autonomy and internal freedom in these countries. 
The United States has natu ral  politica l limitations on its effectiveness

* because it is the preeminent leader of the Western World and there
fore Eastern European leaders are natu rally suspicious and on thei r 
guard in thei r dealing with us. In every possible way the West should 
speak and act as one. Where  this is not possible, nationa l initiatives

* should be encouraged. The efforts of France and Germany, for ex
ample, to achieve a broader understanding in Europe should be a p
plauded. These init iatives by our allies in NATO can do much to dis
associate the E ast  Europeans from Soviet domination. The in itiatives 
of Germany are  especially commendable and do much to undercut  the 
propaganda directed against Bonn by Pankow and, to  a lesser extent, 
by Warsaw. In  this respect, the willingness of the Federal Republic 
to establish diplomat ic rela tions with the  Eas tern  European countries, 
represen ting a modification of the Halls tein Doctrine, has had  the 
effect of fur ther isolat ing the Soviet Zone of Germany. Similarly, 
the suggestions of Willy Brandt,  Foreign Minis ter of the Federal 
Republic, the German Evangelical Church, Christian  Democrat leader 
Er ik Blumenfeld, and Count Marion Doenhoff, political editor  of the
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prominent German magazine, Die Zeit, tha t Germany renounce any claims to  the Oder-Xeisse lands  has seriously weakened the effect of propaganda directed against Bonn by the Polish Government. These imagina tive efforts by the German leaders have done much to undermine Gomulka's insistence tha t Po land  must remain close to the  Soviet Union in order to protect  its western frontier . Thus, the first step toward a Polish-German reconciliation has been taken. How much greater , however, would be the impact of these developments if the entire Atlanti c Community stood behind them.A fifth policy consideration involves the use of the “carrot and the s tick.” The Atlantic Community should use i ts vast economic and political influence to reward those Eastern European nations  which show progress toward independence and internal liberalization, and at the same time use such tools to punish any retrogressive steps. John  Foster Dulles first proposed this policy in 1952 and I believe i t represents one of our strongest bargaining techniques.Exte rnal  autonomy and internal liberalization can be recognized and rewarded in a number of ways. Public approva l by our Government of these measures is one way. The extension of economic credits, block licenses, associated membership in the  EF TA , Common Market, and GATT can all be used as instruments to promote our policy in this respect. But the success of the “carrot  and stick” technique will be directly related to the cohesion of the Atlantic Community.An overrid ing objective of our policy should be the gradual erosion of the objectionable tenets of Marxism-Leninism. Communist philosophy, either as a guide to economic and social development or as a system of thought, is clearly on the defensive and undergo ing a steady erosion.
The continued erosion of the most revolutionary features  of party doctrine may well undermine the revolutionary zeal of the party lieirarchy.
One way in which thi s can be done is through East-West trade. It  is my contention that  before we extend most-favored-nation treatment to any Communist government of East  Europe or the Soviet Union we must insist upon three th ings :
1. The Communist governments must agree to settle commercial disputes, in the absence of mutual agreement between the parti es to the contract, by the iise of impartial thi rd-par ty adjudication. Presently these countries will agree to arb itra tion  only if held in the ir respective countries through the facilities  of thei r bureaucracy. I propose instead that  the panels now in existence at Paris, Stockholm, and Zurich, among others, be used to br ing  the Communists into the arena of internationa l law. I f the experience is a satisfac tory one fo r these governments, these procedures of the Western marketp lace may eventually  lead to a significant modification of Communist state trading.2. The Communist governments must agree to abide by the conventions on protection of patents  and industrial  processes.3. The Communist governments must sign and abide by the In ter national  Convention on Copyrights.
These last two conventions are designed to protect priva te property . The Communists refuse to recognize the role of priva te property  in socioeconomic development except in the most negative manner. Since international commercial intercourse is not possible unti l one recog-
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nizes the legitimacy of p riva te property,  and the rule of law to  settle 
disputes, then the Communists should be induced to accept these 
concepts and adjust to them accordingly.

It  should be stipulated  tha t failure on the p art  of the  state-run tra d
ing corporations in these Communist countries, to  conform completely 
to these particu lars  would cause the automatic suspension of the most- 
favored-nation status  and suspension would continue until  the state 
organization revised its policies.

Although these a re worthwhile steps, we should not expect too much 
in the way of corollary politica l moderation.

* How can we measure our progress in disman tling the I ron  Curta in ? 
I would expect the gradua l evolutionary liberation  of Eas tern  Europe 
to follow, more or less, the following progression:

. 1. Soviet satellite.
> 2. National communism within the bloc.

3. National communism outside the bloc.
4. Nonalinement or neutralism.
With the exception of the withdrawal from the Warsaw Pac t and 

the announcement of neutr ality by the Nagy Government of Hungary 
on November 1, 195G, no Warsaw Pac t member has reached stage 3 
or 4. However, Yugoslavia has had a remarkable record of independ
ence on many foreign policy matters  and probably  is moving toward 
neutralism after professing nonalinement for  over 10 years.

Poland and Rumania can probably  be placed in category 2, although 
developments are presently  more promising in Rumania than  in 
Poland.  The only genuine Soviet satellite, insofa r as complete obedi
ence to Moscow is concerned, seems now to be the Soviet Zone of 
Germany.

The cri teria  to determine how far along the scale toward neutral ism 
an Eas t European country  moves should include the following: for 
eign policy in itiatives independent of the  Soviet Union, degree of reli
gious freedom, relative freedom of the press, pragmatic  economic pol
icies, and genuine freedom of choice in elections.

We should also watch to see whether  the governments permit a 
growth in the absolute number of individuals and social groups who 
are able to voice demands and effectively articulate  them and who feel

* that  they can increasingly identify and satisfy  their  needs, values and 
interests within  the political community. At  the same time, we should 
encourage the governments to accept and to lerate criticism or divers ity 
of opinion. We have seen a tendency of this sort in Poland  where the

* Government resisted Soviet pressure to collectivize agriculture.
Regret fully, our present policies toward Eastern  Europe are not 

based upon achieving a common allied policy or an adro it use of the 
“carrot and stick” approach. The United States appears determined 
to build its own bridges to the Eas tern  Europ ean countries and the 
Soviet Union without consulting, informing  or working in harmony 
with our allies. Increasingly West  Europeans feel that their  legitimate 
national interests are going to be sacrificed or given secondary a tten 
tion as the resul t of some Soviet-American understand ing or modus 
vivendi pending a final European settlement. Indeed, the possibility 
of the Soviet Union  and the United States reaching  a settlement of 
outstanding E uropean problems behind the  backs of our NATO allies 
is perceived by our allies as a real one. The most recent indication  th at
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wo prefer the bila teral as opposed to a unified allied policy came in the 
negotiations over the draf t trea ty on the nonproliferation  of nuclear 
weapons.

Our relations with Eastern Europe are based more on achieving 
some type of satisfactory and pleasant relationship with the ruling  
Communist parties and the isolated generation of postwar emerging 
leaders. We have been willing to reward these countries with economic 
concessions when the occasion was appropr iate,  but to date we have not 
used the “stick’’ to punish or deter unsati sfactory developments such 
as have occurred most recently in Poland. Indeed, in some cases we 
have extended economic concessions when the circumstances clearly *
did not just ify it. To illustrate, a year ago the President  announced 
credit guarantees through the Export- Imp ort Bank for several East 
European countries, two of which, Czechoslovakia and Poland, are 
sending arms to our enemy in North Vietnam. W'

We are now pressing for approval of a tr eaty on nonproli feration 
of nuclear weapons though some of our allies in the  At lanti c Commu
nity are concerned about this, which to me shows a backward set of 
priorities.

Eastern Europe holds a special place in the American conscience.
Our own independence was won with the assistance of such men as 
Thaddeus  Kosciuszko and Casimir Pulask i. Western civilization has 
been enriched by Eastern European contributions to art,  science, l it
erature, and music. The names of Sienkiewicz and Norwid in poetry,
Chopin and Paderewski in music, K ant in philosophy and Curie and 
Copernicus in science remain with us today because of thei r unusual 
gift s which subsequent generations have en joyed.

It  is one of the tragedies of geography that Eastern  Europe’s 
yearnings for independence and freedom have been so frustrated . But 
the dreams of genuine independence have not been forgot ten in the 
seemingly endless nightmare of to talita rianism.

Remembering the tragedy of Eastern Europe,  4 years ago at  a spe
cial Slavic Rite Communion, Pope Paul  VI  spoke for  all of us when 
he said we wait “in silence and in tears for the dawn of a better day.”

I want to thank you for allowing me to j>resent my views on Eas t- 
West relations.

Mrs. Kelly. I am sure we have all apprec iated your very direct and *
detailed comment on our policy.

There are several questions which I hope you will answer.
On page 4 you say, “I f the A tlant ic nations can find a way to ‘hang’ 

together, to  achieve a common policy—.” Have we not endeavored to T
“hang  together” on the issue of st rategic trade controls under the ar
rangements embodied in the Coord inating Committee, or COCOM, 
operat ing under  NATO auspices ?

Mr. F indley. I am a fraid if there has been an effort it hasn ’t been 
sufficiently productive.

I might  add, too, we have taken some steps through the NATO 
Council in the last few months which I  th ink are promising. They are 
in the right direction, but I wish they had come a long time ago. I f 
they had, I thin k we would have been in a lot better position in Europe 
today. Whether they  are just go ing to be tal k without much substance, 
time will tell.
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One thin g tha t immediately undercu ts them in effectiveness is the 
emphasis that the P resident is now giving to the Nuclear Nonpro lifer 
ation Pact  which essentially in its basic form is an effort on the par t 
of the Soviet Union to work out a deal with the United States  to keep 
other countries from having  the super weapons. While this may be a 
highly desirable objective, it does tend to bypass our relationship with 
Western Europe , and their n atural interests, and I  think  it  comes at  a 
very unfo rtunate time.

Mrs. K elly. I do agree tha t some of our initiatives in the field of 
East-West relations  have come somewhat late. The fact remains tha t 
in spite of our efforts, there is a distinct division a t thi s t ime between 
the policies toward the Eas t pursued in Europe , and those of the 
United  State s; is tha t not correct ?

Mr. F indley. Yes, there is. I should say there is.
Airs. K elly. Do you believe these differences should be and can be 

corrected ?
Mr. F indley. 1 hope in the long reach of history they can be cor

rected. I don’t expect any very radical changes in the immediate 
future. Here in my statement today I tried  to deal with what  could 
be accomplished wi th the tools which seem to  be a t hand, and I think 
we could make a significant advance if, through the NATO organ iza
tion or through some other Atlantic institution,  we could achieve a 
common policy on East-W est trade and by tha t bring  the Eastern 
European countries into the marketp lace system of trad ing.  This 
would force them to modify the  customary trad itional practices of the 
Marxis t system. To tha t extent, I think it would be a forw ard step. 
It  is not any earth shaking development, but still I think a worth
while one.

Mrs. Kelly. Und er some of our laws, the President has the right 
to find tha t a country is no longer under the domination of the in terna
tional Communist conspiracy. Do you thin k we should make any 
change in those particular statutes?

Mr. F indley. Well, here again this act gives the President the 
author ity. If,  in exercising tha t authority,  he would work throu gh 
the Atlantic institu tions, it could be a great force for progress in our 
relationship with Eas tern  Europe. But if, instead, he uses it  only as 
a means of expressing U.S. policy, then it doesn’t achieve the desired 
effect from my standpoint.

Mrs. Kelly. Didn’t the Congress change tha t act last  year and 
try  to deny the  P resident tha t right?

Mr. F indley. Well-----
Mrs. Kelly. Generally speaking, do you feel t ha t we should trade  

with Communist countries?
Air. F indley. I think it is desirable for us to work out a practical 

relationship with  Communist countries in trade  matters.
I do feel, Madam Chairman, tha t when our country is a t war on a  

massive scale—and I thin k we must acknowledge t ha t is the case in 
Vietnam—tha t we have to give that  conflict the highest prio rity  in 
our public policies, and in those circumstances I think we are fully  
justified in taking exception to what might otherwise be prevailing 
policies. For tha t reason I think  the countries t hat  do supply  military 
articles to  our enemy hard ly deserve any kind of favorable t rade priv 
ileges. Th at is why I  d id suggest th at we use the “stick” as opposed to 
the “car rot” approach in regard to Poland, for example. A nd I did
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not use Yugoslavia, the other  country  tha t has been determined under 
this act not to be a pa rt of the interna tional  Communist organization.

If  we fail to use the stick where we have the opportuni ty to do so, 
we diminish the advantage of the  ca rrot  when we see fit to use it.

Mrs. Kelly. In this nuclear age, can we afford to do that ?
Mr. F indley. Can we afford to-----
Airs. Kelly. To use the stick ?
Mr. F indley. We are certa inly using an explosive stick in Vietnam. 

There are many times when I question the wisdom of how we are 
proceeding there, but we are indeed using the  stick and I  th ink in th is world in which we stil l have nationalism, we still have imperialism 
within some national states, we have to be willing to use the stick at times even though it carries great  risk.

Airs. K elly. Thank you, Air. Find ley. I hope you understand some 
of my questions were posed in an endeavor to bring  out  certain facts which I know are of interest to all of us.

Air. Frelinghuysen.
Mr. Frelinghuysen. I should like to say tha t I have found the 

testimony of Air. F indley very interes ting, as I  m ight have expected.
I am somewhat disturbed about the possibility of achieving th e goal 

which you suggest is so important . The chairman mentioned th at what 
we needed to develop was a coherent, effective U.S. policy toward trade. Your suggestion is t ha t we should develop a coherent, unified 
policy wi th respect to all Western countries, which is an even bigger 
assignment. How realistic is tha t? It  might even be difficult fo r us to develop our own coherent policy.

It  does seem to me th at you put  your finger on the basic problem. 
If  we are to  develop a coherent allied policy, Western policy, Atlantic 
Community policy, we must transform our way of looking at trade with the East.

Air. F indley. Tha t is true.
Mr. Frelinghuysen. I t is a question of how we might adju st ourselves, becoming more liberal, and not t rying to get a more res trictive attitude  on the par t of our allies.
It  doesn’t seem to me we are going to get anywhere if we attempt 

to get Western Europe  to cut back on the trade and the contacts which 
they have been developing. Is it realistic, from our point  of view, to 
thin k that we can do much about liberalizing our own approach at this par ticu lar time?

You have mentioned one of the reasons why it is not likely. You point out tha t the war  in Vietnam is a complication. Is it realistic  for  
us to  argue there should be a trans formation  of our attit ude  toward trade with these countries? Trad e with the East isn’t of great sig
nificance to  us one way or another. I wonder, is it realistic, do you think , to expect the allies to develop coherent policy ?

Air. F indley. Well, frank ly, Air. Frelinghuysen, I am no t optimistic about, any substantial progress in the field of East-West trade 
unti l the Vietnam war is settled. I did try  to set for th here some prac
tical ideas that  could be used when that time does come, b ut I must 
agree with you that , if that  is w hat you are expressing, tha t this is 
not a very promising moment for such progress. Rut even so I  think 
we should attempt  to improve our Atlantic institut ions in order to provide the mechanism, even though it might not be fu lly utilized at
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this  time, throu gh which this greater cohesion could be effected la ter 
on.

I don’t want to leave the impression tha t I expect the entire Western 
World to be involved in this. The more logical star ting  point would 
be that group of nations that  has worked together rather  closely in 
milit ary defense matte rs; the NATO community. I t could well be tha t 
all of them would no t see fit to act toge ther, but certainly these coun
tries  have the grea test array  of common interes t and common problems 
and I th ink common traditio ns too.

Mr. Frelinghuysen. Y ou shot holes in your own argument to an
• extent by pointing out that  the independent national initiatives of 

Franc e and Germany are to be commended. You admit one can help 
destroy the Iron Cur tain  jus t as effectively by these national ini tia
tives, as by an attem pt to develop a N ATO front . I t does seem to me

* that  the ha rmonization between countries in this area is no t going to  
be an easy th ing  to achieve even though, as a goal, we might say it 
w’ould be desirable, especially when we don’t seem to be in a position 
now’ of providing any leadersh ip at all.

Mr. F indley. We certainly are not.
Mr. F relinghuysen. Your basic approach is that we should follow 

the  leadership of Western  Europe, as I understand  it, certainly 
Western Europe is not looking to us for  leadership with respect to 
what  kind of arrangements to make w ith Eastern  Europe. They are 
reasserting t radi tional ties which have existed. This is a ll to  the good 
but w’e have been left out pretty much.

I can 't envision this transformation.
Mr. F indley. I  am no t saying it will occur, but it is a helpful step 

wdien Germany does establish diplomatic relations with some of the 
countries afte r this  long span of time. That is a step in the righ t 
direction and I  would hope we wouldn’t hold back on any progres
sive steps, in East-West relations until  that day when we do have 
the cohesive policy. But  I do think a powerful argument can be made 
for a unified policy on the part of the NATO countries and pa rticularly  
a community including the United States.

Mr. F relinghuysen. I s it your feeling tha t our  desire to push  for a 
nonproliferation  trea ty is actually being a disruptive  force in Europe ?

• Mr. F indley. I have no doubt whatever on that point. It  is dis rup
tive in Italy , but no t to the degree th at it is in  Germany. At the North 
Atla ntic  Assembly last November in Brussels, I had a number of p ri
vate conversations with Bundestag members and they w’ere very much

* disturbed,  I  think genuinely concerned about the effect that our p res
sure f or the no nprolifera tion trea ty might have upon internal politics 
in Germany. They have a coalition government, of course, which I 
w’ould think hangs  by a rather tiny  thread, and they do have a new 
Nazi element in Germany. To the extent t ha t we appear to be dealing 
over thei r heads to w’ork out a t rea ty to the disadvantage of Germany 
and of long-term disadvantage to other European countries, then J 
thin k we do create a very powerful divisive influence there.

Mr. F relinghuysen. A s I  unders tand it, the long delay in a rriv ing 
at some k ind of tenta tive agreement was in an effort to listen to the 
problems of the non-nuclear powers, such as Germany, and to respond 
to the ir feelings and apprehensions  as to what a trea ty might mean. 

89-57 7— 6S----- 2
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I don't, wish to take too much of the committee's time. I do think Mr. Findley has raised very interes ting points and I am gratefu l.
Mrs. Kelly. Mr. Hamilton.
Mr. Hamilton. Mr. Findley, I want to go back to a point Mr.Frelinghuysen touched upon.
It, seems to me the major thrust of your statement is to emphasize a unified Atlantic policy, and yet at the same time later on in your statement-----
Mrs. Kelly. Ju st 1 minute. Can the  members hear?
Mr. F indley. I can hear.
Mr. Hamilton (continuing).  And yet at the same time you em- ,phasize initiatives, fo r example, by Germany, acting alone.
Don’t you think there is an inconsistency there? If  you follow’ your 

original thought, then Germany should act through the unified At lantic policies, should they not ? *
Mr. F indley. I  would p refe r tha t we had the institu tions and the 

w’ill yesterday to effect this cohesive policy, but it doesn’t exist.
Pending tha t creation, I think it is promising th at these new’ ini ti

atives have occurred, especially from Germany, which is the core of the European problem.
Mr. H amilton. If  that is true in the instance of Germany, might  it not, also be true of the interests of the United States emphasizing some initiatives on its own ?
Mr. F indley. I don't think you could draw a parall el between the 

initiatives of Germany and the initiat ives of the United States with the Soviet Union on nuclear weapons, if that  is what you have in mind.
Mr. H amilton. If , in your judgment, Germany can do some good 

things unilatera lly in its relationships with the East, then perhaps the 
United States  could do some good things  un ilaterally too, ap art  from the Atlantic  Alliance.

Mr. F indley. Yes, tha t is right.
I might sav that I have suggested such a course of action—the con

ditions under which we should extend most favored nation treatment to the Eastern European  countries.
Mr. H amilton. Would you favor the extension today, for example, 

of long-term credits or liberalizing our list of strategic goods? Would *you favor either of  these steps?
Mr. F indley. I don’t a t the present time. I do favor the extension of 

most favored nation treatment to the countries tha t would accept the conditions in the marketplace tha t I have set forth here. Exception "*should be made to those countries w’lio are sending military articles to Vietnam.
But I  think that  it is unrealistic for us in our present physical plight and budge tary problems, to be considering extra  financing for countries that, if they  are not hostile, certainly are not friendly.
Mr. H amilton. What countries of  Eas tern Europe today would vou be willing to make some overtures toward ?
Mr. F indley. Well, based on the facts as I  understand them—and I don t pretend to have all the facts—Rumania has made some very 

promising improvements in its external  policy, too. I t is not an unblemished record, but it is a promising one. Several months ago I 
suggested that at the same time w’e lift  most-favored-na tion treat-
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ment from Poland liecause of its policies toward our enemy in A iet- 
nam, we should extend it to Rumania in recognition of the  liberaliza
tion tha t seems to be occurring there.

Mr. Hamilton. On page 6 where you list your qualifications for 
grantin g most-favored-nation treatment—and you list there three— 
you don't have any res trictions the re w ith regard to  the  Vietnam con
flict, but I presume that  overrides the entire matter?

Mr. F indley. I  think  it must necessarily. I am sure you will recall 
that  when we got into the Korean war our Government automatically 
lifted most-favored-nation  t reatm ent which was then extended to the 

w Soviet Union and I thin k all of these eastern countries. And once we
are in a war, even by proxy, we ought to be realist ic about tha t fact.

Mr. H amilton. I wonder if you would take a moment to try  to 
look at things from the vantage point of Eastern Europe.  Do you see 

V presently  in the United States  policy strong inconsistencies? For
example, the President, in his October 7 speech of 1966, t alks about 
“peaceful engagement’ and then at the same time there are many 
things—the Bat tle Act and the Expor t Control Act, and amend
ments to  the Fore ign Assistance Act—which are based on the theory 
that we don’t want to do anyth ing to streng then the Communist 
regimes at this  time.

Now, faced with these two different approachs, it would appear to 
me from the standpoint of E aste rn Europe they could be thoroughly 
confused about just  what is our policy.

Mr. F indley. There is a conflict between what the President at 
times has said and what he has been able to deliver. In  tha t October 
speech he went far  beyond what the temper  of the Congress was and 
I think he went too far , frank ly, in it, and he should have assessed 
the cooperation he could expect to get from the Congress before he 
went out so fa r in such statements.

I can see why this  would appear to be an inconsistency, viewed 
from Eastern Europe.

Mr. H amilton. Your tendency then is away from the Pres iden t’s 
October 7 speech and more toward  the restric tive attitudes of  contacts 
and trade with Eas tern  Europe,  and the building up of the Atlan tic 
Community ?

* Mr. F indley. A s I understand  the specific proposal the President
presented to the Congress on East-West trade,  there was no require 
ment tha t these three conditions be fulfilled in orde r for  most-favored- 
nation treatment to be continued. They were set forth  as desirable

<- objectives, but they were not conditions, as I  understand it.
Mr. H amilton. You would meet these th ree conditions?
Mr. F indley. Absolutely, and once a government would cease to 

abide by the convention on copyrights, or on patents, or cease to 
agree to the adjud ication of disputes in these internat ional  free world 
marketplace tribunals , as of that date they would cease to enjoy the 
advantage of most-favored-nation treatment. This could be reinsta ted 
once they retu rn to the ways of the marketplace.

Mr. H amilton. Th ank you.
Mrs. Kelly. Mr. Fniton.
Mr. F ulton. You have made an excellent statement. We Americans 

are hoping for more un ity in the West. That assumes tha t we are on 
a level economically, politically  and security-wise, entering into a
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binding alliance in a method of operation which permits individual  
opportunit ies, which you seem to infer, or else we are going to get into 
an economic cartel. If  we act as a unit  in dealing with, for example, 
the Eastern European states, then 1 would imagine tha t they would 
act in unity under the Warsaw Pact. The question then is, do we want 
really to establish cartels in the West so th at we all act together? Set 
prices, make allocations, and prevent competition among Western na
tions, both in price and in credit? I wonder about that . Are we then 
adopting the methods of the opposition in order to fur ther our own 
cause in opposition to the policies? W hat do you think about tha t?

Mr. F indley. I th ink it would be a serious mistake for us to attem pt *
to compete in the marketplace with state -trad ing entities which don't 
abide by the practices of the marketplace.

Mr. F ulton. Are you speaking of the West or the East ?
Mr. F indley. Of th e West. v
You speak of the danger of cartels. Well, in a sense, each Communist 

nation state is an economic cartel  which can very easily speak and act 
as one and usually does. I  think almost without  exception it does. So 
we are up against a car tel situat ion anyway, and the problem is how 
we can kind of get some cracks in it and knock some chinks out of it and 
hopefully bring  it eventually into practices common to the market
place.

Mr. F ulton. You speak of the wasting  away o f the Iron  Curtain .
Are you speaking economically, politically, socially, or security-wise— 
milita ry power?

Mr. F indley. I think  the main advances have been economic though 
there is some sign of political advance too. Yugoslavia, for example, 
has been seeking a relationship with the European Common Market.
It  has  been engaged in an internal  development which hopefully will 
strengthen its marketplace system as opposed to a state trad ing sys
tem, so I think that is a promising development.

Mr. F ulton. Could I  ask you the limits of your thoughts? Are you 
really seeking the destruction of the Communist system wherever it 
might  exist, or the Communist regimes in whichever national area, geo
graphically, they might exist, or are you talk ing of moving simply 
toward an open, economic world ?

You see, to me you have said you have in it the political,  the security, •
the social and the systematized approach. Do you mean tha t or are 
you just saying on the economic level, “Let us try within a limited 
range fo r a free world by a united Western policy ?”

Mr. F indley. I don’t know of hardly anybody who advocates in- 1
vading Eas tern Europe in order to overthrow the Communist regimes 
there. Yet I  am sure that  all of us do have the  hope that some day this  
thin g called individual liberty will all be reestablished throughout 
tha t area. The question is, do we simply do nothing or do we try  to 
use our economic tools, or nonmilitary tools so to speak, to effect some 
progress?

My proposal here is one which deals almost entirely with the eco
nomic approach. If  we can get these governments to accept the prac
tices of the marketplace, I think we can live with them in our ma rket
place system. This  doesn't mean they are going to automatically 
modify their  polit ical, internal institut ions, but maybe that will come 
later.
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I don't th ink we should expect too much in the way of progress from 
the use of our nonmilitary tools.

Mr. Fulton. We are in the process of defining new goals. If  you 
will look at page 4, you say, “A four th consideration should be to 
realize our limitations”-----

Mr. F indley. That is correct.
Mr. F ulton. I should imagine either ours, the United States. [Con

tinu ing: ] “In  p romoting external  autonomy and internal freedom in 
these countries.”

Now, tha t is the goal.
t  On page 5 then you s ay: “The United States  has natu ral political

limitations on its effectiveness because it is the preeminent leader of 
the Western World and therefore Eastern European leaders are na t
urally  suspicious and on their guard  in dealing with us.”

I doubt tha t tha t is one of the causative factors, but  I  will accept 
it for the purposes here.

You end : “In  every possible way the West should speak and act as 
one.”

Now, you say with regard to our making definitions here, in our 
dialog, you are really limit ing us in emphasizing the economic, but  in 
your statement you say “in every possible way.”

Mr. F indley. Yes. I should add t ha t I  didn’t read some pa rts of i t 
in which I described the evolutionary  steps that  I think  may even
tually  occur.

Mr. F ulton. Are you then in favor of the Johnson policy of build
ing bridges not only between Easte rn Europe and the West , but also 
between the  U.S.S .R. and the West, and likewise between Communist 
China and the  West?

Air. F indley. When you deal in labels you get into pret ty deep 
trouble sometimes. I would have to have a better definition of what is 
meant by bridges before I would say that . I  would say first of all, as I 
understand the bridges that  President Johnson would like to build, 
I am very skeptical of them.

Mr. F ulton. The Johnson bridges?
Mr. F indley. Yes. I do think  there are practical two-way bridges 

that  can be built.
* Mr. Fulton. You have a new system of bridges ?

Mr. F indley. The Find ley bridges.
Mrs. Kelly. Mr. Culver.
Mr. Culver. I wish to thank Congressman Findley for his state- 

ment this morning.
Congressman Findley, is it your unders tanding th at the  basic policy 

of  the administration toward EastAVest relations today is bottomed 
on a very serious effort to achieve the greatest degree of cooperation 
and coordination of 'Western European and U.S. attitudes and views 
in approaching the Eastern bloc ?

Mr. F indley. I believe the greater emphasis is upon unilate ral 
bridge building with Eastern Europe as opposed to bridge building 
between our country and the Western European nations. I f we would 
emphasize policies which would build greater cohesion within  this 
Western community that most people regard as being NATO, then 
(he re lationsh ip with Eastern  Europe is go ing to be a much simpler 
and more productive affair.



16

Our emphasis has been on building bridges as a nation to Easte rn 
Europe instead of strengthening the cohesion of the West and from 
tha t st ronger more cohesive base dealing with other nations including 
Eastern Europe.

Mr. Culver. I certain ly agree with you as to the unquestionable 
desirability of moving in concert, and there will be additional st rength 
in such an approach. I seriously disagree with you th at the adminis
tration in the formal articula tion of our policy, and indeed the  serious 
efforts to implement it, have been characterized by unilateral ap
proaches. I think tha t the administration and all those with whom 
I have spoken in both Eastern and Western Europe unders tand this 
very fully; that is, it is certainly not in the interest of the United  
States, having experienced two World Wars, to have a heightened 
nationalism or reversion to Balkanization of power blocs which we 
have worked very hard throughout the entire postwar period to see 
dissipated. I think on the one hand  while we can welcome as a nation 
and as a people the independent stature tha t some of these countries 
have achieved, we certainly  do not feel there is much streng th as 
a m atter  of U.S. policy in seeing the ir independent policies pursued 
vis-a-vis the Soviet Union or Eastern Europe totally indifferent to 
the interests of their Western allies.

I wonder whether you really feel as a mat ter of basic U.S. policy 
we have not understood and fully apprecia ted that.

Mr. F indley. I do not think we have fu lly apprecia ted the impor
tance of cohesion with Western Europe. I will cite two examples; 
one we have described already, tha t is, the  nuclear nonproliferat ion 
pact. I would have thought the United States, realizing how tremen
dously important a pact of this sort would be to its most essential 
allies within NATO would simply have not taken even the first step 
until there was agreement within NATO on what, if anything , should 
be done in the way of a treaty. If  an agreement could not be reached 
within  NATO, I would have thought it the better pa rt of wisdom 
simply to put it on the shelf for a while.

Mr. Culver. Could I respond one point at a time?
Mr. F indley. Yes.
Mr. Culver. Take the case of Germany, don’t you feel there is a real 

possibility that German objections can be overcome in the weeks ahead 
given the fact tha t the much more frankly important and overall 
crucial thing  is that the Soviet Union and the United  States are agreed 
in this area. Say General de Gaulle does not agree in our initia l pre
liminary  discussion on a certain dra ft trea ty, should we drop the 
whole concept and wait until General de Gaulle decides it is a good 
idea to move ahead?

Mr. F indley. France is not pa rt of the integrated command struc
ture  now.

Air. Culver. You think  we can ignore France?
Air. F indley. I would hope we would not ignore France, but we 

have to recognize tha t France has seen fit to pull  out of the integrated 
command structure.

Froni a m ilitary standpoint the French  voice is less important by 
necessity today than  it was before.

Air. Culver. I was interested in your carrot-stick approach. As both 
Air. Frelinghuysen and Air. Hamil ton have indicated this is trouble-
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some. On the one hand you are calling fo r a greater  degree of cohesion 
and unity and employing phrases such as “ improve our institutions, 
we “must have the will,” we “must develop mechanisms to achieve co
hesion.” My question is, conceding, and I think  we all do, that  this is 
desirable aiid in the best interests of our country, how, if we are going 
to pursue on a unilateri al basis this  carrot-s tick approach can we 
achieve cohesion ? For example, given what we determine to be the 
U.S. interests in t rade re lations with Easte rn Europe,  regarding mat
ters such as Vie tnam trade,  and as you suggest on page 6, “It  is my 
contention before we extend most favorite -nation  treatm ent to any 
Communist government we must insist upon three things”—presents 
real obstacles to unity  of view. Today U.S. trade with Eastern bloc- 
countries is about $200 million. The trade of other Western nations 
with the Eastern bloc is 16 times as great. It  is ru nnin g about three 
and half billion dollars. It  is all well and good for us to insist on uni
lateral ad hoc determinations that the carro t and stick should apply 
in a given fact situat ion, but how can you even wildly anticipate a 
participa tion on the  basis of our formula, and on our own policy de
terminations and thus bring about  a unified approach of all the W est
ern countries in this area.

Mr. F indley. I  guess I  risk repeating, bu t we do not have the insti
tution cooperation we should in NATO. I would hope when we do 
achieve it, and I hope i t will be soon, th at this new unified unit tha t 
will speak and act as one will use the carrot and stick just as hopefully 
we would use it as an individual Nation, lacking such a community.

Mr. Culver. Don’t you thin k tha t Western  Europe is delighted 
when they see the United States  apply th e stick and ignore the  possible 
competitive threa t? What do you think  is resurrected in the heart of 
the German businessman when he sees denial of the most favored 
nation  consideration by the United States  toward a particu lar Eastern 
bloc country ?

Mr. F indley. I am sure you realize you cited a very powerful rea
son for us try ing  to achieve the unified approach so that the Western 
community will speak and act as one. It  is in our national self-interest 
this will be achieved.

Mr. Culver. In  response to Mr. H amil ton’s question von suggested 
out of the so-called satellite bloc countries one country  that suggested 
itself  as a possibility for carrot treatm ent was Rumania. You cited 
as justification for such special consideration the fact tha t it had ap
paren tly been pursuing  with regard to external policies an independent 
line. I s it no t a fact tha t of all Eastern European countries today, in 
terms of the natu re of the tota lita rian  internal domestic society, 
Rumania remains for all its foreign policy flourishes, probably  the 
most retrogressive state in terms of domestic climate, and probably 
the most unlikely to be implementing, in the immediate future, the 
liberal economic reforms set forth on page 6 as determinative of 
whether we qual ify a country for carro t treatment. Is tha t not a fact?

Mr. F indley. You have stated your opinion. I do not accept it, but 
it may be tha t I fail to accept it out of ignorance because you may be 
far better versed about tha t country than  I. However, I believe 
Bulga ria, Eas t Germany, and Albania are more internally rigid  on 
personal liberties than  Rumania. As you may remember,' Rumania 
has in the last several years released thousands of political prisoners.
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Air. Culver. What other  country  in your judgment, domestically 
speaking, has had a h arde r line with regard  to internal Communist 
Party  organization than Rumania ?

Which other country has shown less willingness to even discuss in 
the councils of its own government modifications and improvizat ion 
of the Communist economic system such as those which have taken 
place in Czechoslovakia, and of course in Yugoslavia.

Mr. F indley. Yugoslavia and Poland are in a di fferent category.
Mr. Culver. I am interested in what  criter ia in this difficult area 

you adopt to determine when you apply the carrot.
Take Czechoslovakia. In the last  week we have seen Novotny re- »

placed by Dubcek. Most people view this as a move in a l iberal direc
tion, generally speaking, coupled with the very familiar efforts of the 
Czech Government to move in the area o f economic reform.

In your judgment , wouldn't this  represen t an opportuni ty to im- r
prove and exploit a more liberal climate attractive  to Western inte r
ests? W hat  cri teria  do you adopt? Do you adopt  the U.N. speech by 
the Rumania  Government whether  they will or will not attend the 
next worldwide Communist conference, o r tha t they migh t agree to 
the trade terms you articulate on page 6?

Mr. F indley. I am sure you would not have had  an occasion to see 
it, but a few months ago I  put  in the Congressional Record a rather 
extensive study of Rumania. While I cannot, out of any grea t ex
haustive study, compare it with Czechoslovakia, I felt  there were 
enough internal  changes and external  changes, par ticu larly in regard 
to the Vietnam war which would just ify a favorable response on our 
part. That is why I think there is a time to use the carrot. Ju st  as there 
has been a retrogression in Poland, I think  it is very wise for us to 
recognize such retrogression when it does occur, even though Poland 
at any given time might be in a bette r position as fa r as interna l 
freedom is concerned than the other country. I will insert my remarks 
on Rumania’s foreign policy and other  material in the appendix of 
the hearings. (See appendix, p. 235.)

Mr. Culver. Thank you.
Mrs. K elly. Thank you very much, Congressman Findley. I  am 

sure the length of time we took to question you is a good indication 
tha t we intend to discuss this  subject very fully  in the course of our 
committee hearings. We are very happy to have your statement.

Mr. F indley. Thank you.
Mrs. Kelly. Will Congressman Delbert  La tta  take the witness 

stand, please ? *

STATEMENT OF HON. DELBERT L. LATTA, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OHIO

Mr. L atta. Thank you very much, Madam Chairman.
Mrs. K elly. We are delighted to welcome you here, Congressman 

Latta. Will you proceed as you wish?
Mr. L atta. Let me say I  was about ready to file my statement with 

the committee because as you know I  am a member of the  Rules Com
mittee and we are in session th is morning.

Mrs. Kelly. I am sorry that we could not reach your testimony 
earlier.
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Mr. Latta. This is a very important subject you are discussing.
Let me commend you, Madam Chairman, for taking it up in this 

committee. I  well remember your appearance last  fa ll before the Rules 
Committee when we were considering some 124 resolutions to create 
an E xpo rt Committee and we were not privileged to hear  your test i
mony. I might say those resolutions are  stil l pending before the Rules 
Committee and we are looking forward to your appearance at a la ter
date. . . .

I do not want my appearance here this  morning to imply tha t 
I have already made a decision relative to those 124 resolutions. I  shall, 
however, follow the deliberations  of this  committee and its endeav
ors to get into the nuts and bolts side as well as the foreign policy 
ramifications of this  subject.

I think this subject must be observed more or  less on a day-to-day 
basis. I  served on t lie Export Control Committee of the 87th Congress, 
very ably chaired by a former member, Mr. Kitcliin, of North Caro
lina. I thin k this committee made a very, very valuable contribu tion 
to the Nation. I t stayed right  with the subject day af ter day.

I think this is something which must be done in this  very important  
field. Thi s morning  as we enter into this discussion of the question of 
East-W est trade at a perilous time, it is a time in which Americans 
are engaged in batt le in South Vietnam and in which an American 
ship has been captured in a hostile and aggressive manner by the 
Government of North Korea. I t is a time in which the Soviet Union 
has been asked to mediate the ship's release, and has refused.

We face the  problem of the administ ration’s proposals, therefore, in 
a time of crisis and not of tranqu illity . We face the question du ring a 
period in which Communist governments are becoming more aggres
sive, and not less so. We are asked to seek new directions at a time 
when Communist governments appear to be irrevocably wedded to the 
old.

Several important questions presen t themselves, for they relate to 
what appear to be inherent contrad ictions in the administ ration’s 
proposals for liberalized trade relations with Communist countries.

A Pre siden tial Commission on East-West Trade reported on May 6, 
1965, that a relaxation of restric tions on trade between the United 
States  and the Soviet Union and the Communist countries of E astern 
Europe would help promote American foreign  policy objectives.1

It  is said tha t the only basis for its proposals was to make possible 
some “hard barga ining” by the Un ited States  fo r political advantage. 

, Ordinary  motivations,  such as for  economic or financial gains, have no
place in trade relations wi th the Communist countries, i t said.

It  expressed the view tha t the possibility of influencing through 
expanded trade both the internal evolution and external  behavior of 
Communist countries in Eastern  Europe far outweighs any political 
or military risks involved.

At his press conference on October 7, 1966, P resident Johnson said 
tha t—

We will reduce export controls on East-West trade with respect to hundreds  
of nonstrategic items. I have jus t today signed a determina tion that will allow 
the Export -Import  Bank to guarantee commercial credits to four additional

1 Special Committee  on U.S. Trade  Rela tions With  Eastern European Coun tries and the 
Soviet Union. (The Mille r committee.)
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Eas tern  European countries , Poland and  Hungary,  Bulgar ia and Czechoslovakia.  
This is good business and  it will help us—it will help us to build bridges to 
Easte rn Europe.

This announcement was followed by a number of s ignificant state
ments in support of increased East-West trade bv such top-ranking 
members of the State Department as Averell Harr iman , Nicholas 
Katzenbach, Eugene Rostow, and Foy Kohler.

Perhaps the most outspoken criticism of opponents of East-West 
trade  came from Ambassador Averell Har riman who, on the  Novem
ber 23, 1966, NBC-TV program, “The Today Show,” labeled the 
opponents of trade as “bigoted, pigheaded people, who don’t know 
what’s going on in the world, th at have prevented us from helping our 
balance of payments.”

There is a certain contradiction here. The  Presiden tial Commission 
said that  the reason fo r increased East-West trade was not our balance 
of payments, as Ambassador Harriman urged, but political. If  we have 
liberalized conditions within Communist countries, and have caused 
them to pursue a less aggressive foreign policy, such trade would be 
considered successful.

Which is th e admin istrat ion’s reason for urging  liberalized trade 
with Communist countries? Is it political, or is i t economic? Is it to 
“build bridges to the East” or to assist our balance-of-payments 
problem ?

Before any decision can be made with regard to the proposed pro 
gram, it is essential that  we know what its goals are to be.

But it seems clear tha t the administration has not abided by the 
recommendations of the President’s Commission. The Commission 
urged that, trade relations with Easte rn European countries and the 
Soviet Union “* * * should not be subsidized, nor should it receive 
artificial encouragement.” Yet, the admin istration has recommended 
such measures as the financing of deals between Fiat and the Soviet 
Union through the Export- Import Bank.

Is it the proposed policy to subsidize trade with Communist coun
tries? If  so, how will this assist our balance-of-payments problem? 
If  not, why has the administrat ion urged such action ?

The President’s Commission stated that —
M e rule  out from these  considerations any kind  of stra teg ic trade  th at  could 

significantly  enhance Soviet m ilita ry stren gth.
The 16th Battle  Act Report stated clearly tha t—
The basic policy underlying the  Mutual Defense Assis tance  Control  Act (the 

Battle  Act) is one of preven ting, to the  e xtent th at  we are  able, the shipment to 
the  Sino-Soviet bloc of stra tegic items  which would contribute significantly  to 
the  mi litary -industr ial  potentia l of the  bloc.

In 1966 the Commerce Department relaxed export restrictions on 
about 400 “nonstra tegic” commodities for shipment to Russia and 
Easte rn Europe.

I might stop at this point to raise a question th at was raised in my 
mind when suddenly, overnight, 400 stra tegic items suddenly became 
nonstrategic. This  might be an area for this committee to investigate. 
Among these were textile products, some metal manufactures and ma
chinery, foodstuffs, chemical materia ls and products, and a variety  
of manufactured articles. These can now be exported to Easte rn
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Europe without prio r specific approval of the Commerce Depart
ment.2

The facts seem to contradic t the policy. They also contradict  the 
statement  made to the American people by President Frankl in D. 
Roosevelt in May of 1940. He said tha t—

The American people will not  reli sh the  idea of any American citizen growing 
rich and f at  in an  emergency of blood and slaughte r and human  suffering.

This was more than a year before Pea rl Harbor, and at that  t ime 
no Americans were fighting  either in the European or Asian wars. 
Today, in the face of Vietnam and the  current Korean crisis, our atti-

* tude is far different. As a result of President Johnson’s order of October 
12, scrap iron and scrap steel are  back on the “approved” l ist and the 
junk peddlers are sending it over to Russia to  help build the Russian 
war machine just as was done with Jap an  in the late 1930's and in

* 1940.3
Wha t does the  administrat ion mean by “strateg ic goods” ? On May 

9, 1967, our Government approved a shipment of polyvinyl buty ral 
valued at $268,975. This product is primar ily used as an interlayer in 
bullet resistant glass.4

According to a top missile expert, C. Stark P ro pe r:
The key are a for advance in control and  guidance  is sti ll the  region in which 

the  basis lim ita tions exi st—that  is, the  high-accuracy sensing of geometrica l 
information.

On February  1, 1967, the Commerce D epartm ent authorized ship
ment of just such an instrument, a Worden gravimeter.5

Prior to removing a number of items from its category of “strategic” 
goods the Department of Commerce issued a press release declaring  
that the items removed “* * * fall in to the category of peaceful goods, 
which may be freely exported withou t risk to the U.S. nationa l in
terests.” 6 It  also asserted tha t it had “* * * consulted with other 
interested departments , including Defense, State, Agriculture, Interior 
and the intelligence community, in tak ing this step.”

The evidence points to the fact that the admin istrat ion did not 
consult the intelligence community at all. The Director of Naval In 
telligence state s: “The Office of Naval Intelligence, definitely a member 
of the ‘intelligence community’, had no part in the consultation which

* preceded the revision of the commodity control list.” 7
The Air  Force stated tha t “No intelligence office of the U.S. Air  

Force participated in the revision of the current commodity control 
r  list.” 8

The Army stated  that  the Assistant  Chief of Staff for Intelligence 
“was not consulted regarding the commodities listed.” 9

2 C urr en t E xport  B ull et in  No. 941 , U.S . D ep ar tm en t of  Comm erce, Oc t. 12, 196 6, “Re vi sion s in  Co mmod ity  C on trol  L is t. ”
3 Ibid.
4 D ai ly  B ullet in , E x p o rt  L icen ses, May  9 , 196 7.5 C on gr es sion al  Re co rd , Ju ly  13,  196 7, p. S 9537. D ai ly  Bul le tin,  E xport  Lice nses , Fe b.  1, 1967.
" Ib id .
7 L e tt e r to  R epre se nta tive G le na rd  Lips co mb fr om  E . B. Fl uc ke y,  R ea r Adm iral , U.S . Na vy , D ir ec to r of  N av al  In te lli ge nc e,  Oc t. 26, 196 6. (L e tt e r m ay  be fo un d in  it s  en ti re ty  in  th e  Con gr es sion al  Re cord, Ja n . 17, 196 7, pp . H25 7 an d H25 8. )8 L e tt e r to  R epre se nta tive G le nar d Lips co mb fr om  Ja ck  E.  Tho mas , M aj or  Gen er al , U.S . A ir  Fo rce,  A ssi st an t Chief  of  S ta ff  fo r In te lli ge nc e,  Oc t. 28, 196 6. (L e tt e r may  be fo un d in  it s en ti re ty  in  th e  Con gr es sion al  Re cord.  Ja n . 17, 196 7, p. H 258.)9 L e tt e r to  R ep re se nta tive G le nar d Lipscomb from  Ray m on d T. Re id,  L ie u te n an t Colon el, fo r J . L. Bl ac kw el l, Colon el, GS,  Office, Ch ief of Leg is la tive  Lia ison , Oc t. 25, 196 6. (L ett er may  be fo un d in  it s  en ti re ty  in  th e  Con gr es sion al  Re cord, Ja n . 17, 196 7, p. H 258.)
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The Depar tment  of Defense said tha t the Defense Intelligence 
Agency “was not requested to supply intelligence on the 400 com
modities tha t are covered in Current Export Control Bulletin  No. 941.” 10

If  the administration really intends to increase trade only in non
strategic goods, we feel it essential tha t it tell us exactly how such a 
determination was made, and is to he made in the fu ture.

I think this is an area tha t this committee could righ tfu lly  get into.
What is a nonstrategic good? On March 10, I960, and again on 

August 16, 1966, the Commerce Department approved shipments of 
diethylene glycol worth $482,250.

This chemical is used in the manufacture of explosives and  liquid 
rocket propellants. It  can also he used as plasticizer  in solid rocket 
propellants of the type suitable for air-to-air missiles such as are 
used in Vietnam. Under what definition is the  item considered “non
strategic?” * 11

Setting forth the State Depa rtment’s view of East-W est trade, 
Eugene M. Braderman, Deputy Assistant Secretary of State  for 
Commercial Affairs and Business Activities , said tha t “one of the 
most important premises is the fact tha t these countries differ very 
considerably among themselves, both in thei r internal  systems and in 
thei r relations with one another * * He noted tha t “* * * in 
consequence, IT.S. policy expresses itself in different ways toward 
different Communist countries.”

Mr. Braderman conceded tha t “in some instances the behavior 
of a Communist country will war rant our denying trade with it 
completely * * * in other instances it best serves the U.S. interest  to 
encourage trade with a Communist country.”

Since the Soviet Union represents a case of that  kind of Communist 
country with which the Department  of S tate seeks to increase trade,  it 
is interesting to see what the Soviet Union’s relationship is with a 
Communist country with which the Dep artment of S tate does not wish 
to tra de ; namely, North  Vietnam.

The administration will, of course, not trade with a Communist 
government which is shooting at Americans. B ut, does the administra
tion advocate increased trade with a country which is in turn supply
ing our enemy with the means of war ?

In  an extensive study of Soviet aid to North Vietnam, Pro f. Albert 
Par ry,  chairman of Russian studies at Colgate University,  points out 
tha t “* * * it is estimated tha t the 10 years th rough  1964 Soviet aid 
to North Vietnam totaled some $350 million. It  faltered somewhat in 
1963 and 1964 when Khrushchev apparen tly was resigned to seeing the 
country in China’s orbit * * *. But Khrushchev’s successors have re
vived the Soviet in terest in Ho Chi Minh * * *. Moscow’s exports to 
North  Vietnam rose from $47.6 million in 1964 to more than $74.8 
million in 1965—this is of course in addition  to some $555 million 
worth of arms sent in 1965 alone.” 12

10 L ett e r to R ep re se nta tive Gl en nrd Li pscomb fro m C. R. Ro de ric k. M aj or  Gen eral . TT.S. Ai r Fo rce. D irec to r.  D ep ar tm en t of  De fense Leg is la tive Lia ison . Oc t. 27. 196 6. (L ett er ma y be foun d in it s en ti re ty  in th e Con gr es sion al  Re co rd , Ja n . 17. 196 7, p. H 258.)11 D ai ly  B ull et in , E xport  L ice nses . Mar . 10, 196 6.
12 “ So viet  Aid to  V ie tn am .” by A lb er t P a rr y , th e  Rep or te r,  Ja n . 12. 196 7, p. 28.Speec h by R ep re se nta tive Me lvin L ai rd  in th e Hou se  of  R ep re se nt at iv es , Mar . 23, 1967 .
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In  Ma rch  1966, the  Sovie t Un ion  rep lie d to  Chi nese charg es th at  Sovie t help  to  Han oi  was in sufficien t a nd  re prese nte d a lack  o f in ter es t in the conflict . Th e Moscow leader s sen t a con fident ial le tte r to Com mu nis t leaders str essin g t hat  in 1965 Nor th  V ietnam rece ived  f rom the Sovie t U nio n arm s a nd  m ili ta ry  equ ipm ent w or th  h al f a b illi on ru bles . Th e lis t inc lud ed rocket insta lla tio ns  an d con ven tional  an tiai rc ra ft  guns,  Migs an d othe r planes , tan ks , coasta l ar til le ry , an d sma ll warsh ips .
Since the  f al l of  1965, t he  num ber of con ven tional  a ntiai rc ra ft  gun s in N or th  Vi etn am  has  risen  fro m 1,500 to a t le as t 5,000.

„ One  official es tim ate  put s t he  figure  a t 7,000. I n  th e fa ll  o f 1965 the rewere  only f ou r N or th  Vi etnamese  batt eri es  f iring  SA M’s. B y ea rly  Octob er 1966, th is  numb er ha d risen to 25 or  30, each wi th six lau nchers.13
As  rec ently  as Septe mb er 23, 1967, the  Sovie t Un ion  con cluded  a

'V serie s of  agree ments  w ith Nor th  Vietn am , prov id ing fo r conti nu ingdeliveri es of m ili ta ry  an d economic aid  to  H an oi  in 1968. A  j oi nt  communique issued at  the conclus ion of abou t a mo nth  of nego tia tions  specif ied th at th e m ili ta ry  mater ia l would  inc lud e grou nd  to ai r missiles, pl anes, a nd  art ill ery.
The Ru ssians may spe ak of “p eac efu l coex isten ce” bu t th ei r actions  po in t in  the  opposi te d ire ction . T hey  may spe ak o f be tte r rela tio ns  wi th the W est,  but  as t hey t ra in  N or th  V ietn amese  so ldiers  a nd  a irm en, and  pro vid e the Nor th  Vie tnamese with  t he  wea pons of  war, it  is ha rd  to believe that  the y a re bein g sincere.
How can th e ad min ist ra tio n reason  th at  it is wrong to  tr ad e wi th Nor th  Vietn am , bu t pr op er  to  trad e with  the Sovie t Un ion  which  is the  ch ief su pp lie r of  the  N or th  V ietn amese  m ili ta ry  m ach ine? Are  we not , in e ith er  case, aiding  the  enemy ?
Th ere ar e o ther  seriou s ques tion s which we bel ieve must be answered  before  any  action is take n on the ad min is trat ion’s pro posal s. I f  the  goal of  such trad e is to  libera lize the Comm unist regi mes of  Ea ster n Eu rope , wh at  evidence  is there th at the Ea st- W es t trad e up  to  th is po in t has do ne so?
Is  it  no t true  th a t af te r ma ny years  of  Am eri can trad e an d aid  Yu gosla via  is closer to  the Sovie t Un ion  th an  before  such  trad e and  aid  began?  Is  it  no t true  th at  there  is less freedo m in Po land  tod ay

# th an  in  1956 a t the tim e we b ega n aiding  t hat  c ountr y af te r its rev oltag ains t the a ut ho ri ta ri an  na tu re  of it s g overn me nt ?
I t  i s esse ntia l th at  we no t embar k upon a new poli cy in the area  o f Ea st- W es t trad e with ou t ca refu lly  conside ring the  questio ns posed  

r  here . I t  would  be a peri lous  ste p fo r ou r co un try  to  do so i f t he  answer sto su ch ques tion s are n ot  completely  sa tis facto ry .
I  believe it  is up  t o th is  comm ittee  i f it  ge ts into th is field, and I  am  certa in  th at it  w ill, th a t these questio ns be asked an d answered.
Mrs . K elly . Than k you so  much, Cong res sman L at ta .
May I  ext end  to  you my apo logies  fo r keeping you  here so long.  I know t hat yo u m ust  re tu rn  to yo ur  committ ee. We  regret  th a t we wo n't  hav e the op po rtu ni ty  to  ques tion  yo u as we would  l ike  to.
However , b efo re you leave , I  wa nt  to  say som eth ing  a bout the he ar ing s con ducted la st  fa ll  by yo ur  com mit tee,  the Com mit tee  on Rules, on leg islation  prop os ing the cre ation  of  a Select Com mit tee on Ea st-

m Ib id .
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West Trade. I hope you realize tha t the Committee on Fo reign  Affairs 
did not have an oppor tunity to present it s views on that proposal even 
though we attended your hearing and requested such o pportunity . 1 
have felt very badly about that.

Mr. Latta. I realize that , Madam Chairman.
Mrs. K elly. I felt tha t those who did testify did an injustice to a 

committee which has been carry ing on hearings relat ing to the many 
issues involved in East-West trade. I also feel they were negligent in 
not having read the reports and the hearings  of our committtee bear
ing on this very subject.

Mr. L atta. I f I may say at tha t point, if and when these hearings *
resume before our Committee on Rules I  am certa in th at  the chairman 
will give you an opportunity to be heard.

Mrs. Kelly. I do want to state one fu rth er point. In your p resenta
tion you questioned how 400 “strategic” export items could suddenly <
be declared “nonstrategic” by the President. I believe tha t in Octo
ber 1966 the 400 items to which you referred required individual 
licenses for export to  the Eas t, but  were no t “strategic” and were in 
fact being exported to  the East.  I  wanted to clarify that  point.

Mr. Frelinghuysen, do you have any questions of our colleague?
Mr. F relinghuysen. Thank you, Madam Chairman.
I would like to commend the gentleman for his testimony. My only 

question is w ith respect to Eastern Europe where you pointed out the 
importance  o f taking a close look at whether  goods th at are allowed 
to be trade d are strategic  or not, you also stressed the inadvisability 
of s trengthening Russia since she is now supp lying so much to North 
Vietnam. Your  position on Eastern Europe seems to be a litt le less 
clear. You pointed out that not much has been accomplished in Yugo
slavia or Poland in spite of our trade . I gather this  means that you 
feel th at an increase in trade on our part with Eastern Europe is not 
desirable ?

Mr. Latta. I think it deserves a reexamination. You may not be put
ting  it  quite accurate to say i t is not desirable a t all, but certainly not 
in strategic items tha t could possibly find their way to North Vietnam.

Mr. F relinghuysen. I  understand your poin t about st rategic items, 
but you did not argue that  E astern Europe is supply ing these.

Mr. Latta. On nonstra tegic items I do not think  it matters too 
much.

Mr. Frelinghuysen. My concern is, and we had this discussion with 
Mr. Findley, tha t if we do no t trade , this creates an opportuni ty for 
Western Europe, and yet i f we should try to get together with Western *
Europe,  it would almost surely mean a liberalizing of our policy 
rath er than a restric tion on thei r policy.

Are you opposed to any a ttempt, or  do you thin k i t is unrealistic, to 
try to get toge ther and have a common allied Atlan tic community a p
proach to this problem ?

Mr. Latta. The gentleman is certain ly aware of the COCOA! tha t has 
been in existence fo r many years. This  Committee is composed of the 
NATO nations with the addition  of Japan.  It  has not been success
ful. The. COCOM list does not contain, shall I say, all the strategic  
items that our list contains. I  th ink this would be a good area, if this 
committee is going to get into this field, to check with  these COCOM



nations to see whether or not the re could not be some tightening up on 
the COCOM li st since we are a member.

Air. Frelinghuysen. Tha nk you.
Airs. Kelly. Air. Hamilton .
Air. Hamilton. Le t me just  pursue tha t a litt le further,  if I may. Fir st, I think you have rendered a real service by pointing out to us the importance of the strategic and nonstra tegic goods distinction. I am not clear as to your own view on so-called nonstra tegic items. I recognize tha t there  can be considerable debate what is nonstrategic and what is strateg ic. Assuming for a minute we are talkin g clearly about nonstrategic items, do you favor overtures by us toward Eastern  European countries in trade in these items ?
Air. Latta. Nonstrategic  items?
Air. Hamilton. Yes.
Air. Latta. Cer tainly. I thin k th at  is the only way you are going to build  lasting  bridges, so to speak. If  you are going to have peace in the world I  think you have to do that. As I  attempted to point out in my statement, th e thing we have to do is to draw the line on the  things that  are strategic or could become strategic  in time of war.
Air. Hamilton. Thank you, Aladam Chairman.
Airs. Kelly. Air. Fulton.
Air. F ulton. You have made an excellent statement and your facts are certainly worth fur the r consideration. I believe we should have put in the record the statements of the sources you mentioned, of dates and through what  means these statements were made by the various governmental  departments  with regard to consultation. If  you will supply tha t fo r the record, I will appreciate it.
Air. Latta. I will be glad to supply i t in the form of footnotes to my opening statement.
Air. F ulton. When we talk  about a unified AVestem policy, my feeling is th at we should first get a unified U.S. policy. To me there is none a t this point. As a mat ter of fact, from time to time it is a policy of opportun ism rather  than  one of principles. For example, on consultation, another Government agency of high stand ing tha t 

was not consulted as fa r as I  know is the National Advisory Council on International Alonetary and F inancia l problems. The NAC. Th at is under the Bret ton Woods Agreement. In  this part icul ar era when the balance of payments is becoming most important,  it seems unbelievable there has n ot been an active participa tion in such t ransactions and policies by NAC. For example, the Departments of State, Treasury, and Commerce, as well as the Exp ort -Im por t Bank and AID are all in this , but no action. Likewise, they have the duty of coordinating  the Inte rnat iona l Alonetary Fu nd, the Internatio nal Bank for Reconstruction and Development, Internat iona l Finance Corpo
ration and Inter-Amer ican Bank, Inte rnat iona l Development Association and also the new Asian Bank.

When we have all those channels under the supervision of the NAC, and there has been no participat ion as far  as the public is concerned in such decisions, I believe it is time we unify our policy on strategic goods and finance. I do not see it at the present time in the present administration. I want to compliment you again and I do feel you have pointed a way for a set policy method rath er than opportunistically approaching this  matter. Thank you.
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Mrs. Kelly. Mr. Culver.
Mr. Culver. Thank you, Madam Chairman.
I also wish to thank  Mr. Latta  for coming forward  with his state

ment today. I know it will be helpful to the committee in its con
sideration of this  difficult area.

1 would like to point out again tha t the 400 items tha t I believe 
you have reference to, which figured in the October 1006 action by 
the administration, were a so-called decontrolled list. They were for 
export to the East, They required individual licenses before t ha t spe
cific action was taken.

These, I  wish to emphasize, were not considered strategic  goods a t 
tha t time by any definition. They would be exported if licenses were 
made available. The President’s action simply removed the require
ments of individua l licenses and allowed these items to be exported 
to the East, bu t not Red China, under general license. I  think it is im- 1
port ant to clari fy t hat  point. They were not considered to be s trategic  
items.

Reading now from our hearings, “Recent Developments in East-  
West. Relations” in Jan uary 1967, the  action was taken to implement 
the President ’s speech of October 7 in which he stated, “We will 
reduce export controls on East-West trade with respect to hundreds 
of nonstrategic items.” They were so characterized at tha t time.

I think tha t is important for the purpose of clarification regard
less of how we can argue on the merits of a given item and whether 
or not it was erroneously classified at the time of tha t action.

Mr. L atta. May I comment on that?
Mr. Culver. Certainly.
Mr. Latta. Let me say this once again comes to the question of 

definition, what is a strategic item and what is not. We cannot lose 
sight of the fact tha t prior to the time the President released these 400 
items, you had to have an export license to export them. The question 
arises, Why an export license if  there was not some reason fo r requir 
ing it in the  first place? You can sav under  my definition th at an item 
was stra tegic, as it required an export  license, and your definition is 
tha t it was not strategic. But the basic question remains, Why did  they 
have to have an export license prio r to tha t time to export  all of these 
given items ? „

Mr. Culver. I think  it was a very useful observation. I  think the 
only way we can approach responsibly whether or not the definition 
is appro pria te is to properly refer to these items as presently classified.

Mr. I jAtta. I think this is a good subject for this  committee to con- *
sider, to determine what is and what is not strategic.

Mr. C ulver. The one question I had, Congressman, was this : I 
think  it is easy to ta lk glibly about strategic and nonstra tegic. I think 
you would acknowledge th at. It  is ano ther thing, I think, to develop 
guidelines and rules which we can be comfortable with and at the 
same time pursue what you acknowledge you are interested  in, and 
tha t is trade to the appropriate areas.

[ was interested whether you would consider textiles to be strategic  
goods ?

Mr. L. vita. Let us take a textile tha t you can make a parachu te 
from; tha t would be a stra tegic item in my judgment.

Mr. Culver. What  if you could make an army uniform from it?



Mr.  Latta. I f  you  cou ld ge t it  nex t door fro m anoth er  coun try  
wi tho ut any  troub le a t al l, I  w ould say “ No."’

Mr. Culver. Th en  your  def ini tion would  be if  it  was ava ilable  at 
an othe r source.

Mr.  L atta. H ow difficult the item  wou ld be to  secure . I th in k a lot  
of factors wou ld hav e to be conside red.  I th in k the m at te r of cred it 
wou ld also hav e to come into de ter min ing wh eth er  or no t an item is 
str ate gic. I f  the y cannot buy a ce rta in  item fro m an othe r co un try  
wi thou t pu tt in g the money on the  ba rre lhe ad , an d they  did  not have 
the  money to buy it,  bu t the y could buy  it fro m us on cre dit , the n I  
th ink you hav e ano ther  ques tion .

Mr.  Culver. Th ey  are  only buying  fro m us aro un d $200 mi llio n a 
year,  th e whole Eas te rn  bloc. They a re b uy ing c lose t o t hree  a nd  a  h al f 
bil lion fro m othe r W ester n countrie s an d tr ad in g pa rtn er s.  They are  
tr ad in g wi th each other. My  quest ion  is, W ha t about som eth ing  like  
food ? T hey  can  ge t i t somewhere else. They d id  wh en ce rta in  trad e dis
cuss ions  w ith  us  br oke down .

I th in k the ex tent  to which  any  item  they  ob tain  fro m us, even  if  
you  could  not f ind it  used in a d ire ct  m ili ta ry  contex t, wou ld c er ta in ly  
all eviate the  pre ssu re on the allocation  of  th ei r own  ind ividual re 
sources and trad e resources  fro m othe r ar ea s; would  it not ?

Mr. L atta. That  is corre ct.
Mr.  Culver. That  would  real ly  cu t in the di rec tio n of no tra de , 

wou ld it not, if  y ou fou nd  y ou rse lf to be t hat sen sit ive  as  t o wh at is a 
str ateg ic  or  non str ate gic good ?

Mr.  L atta. I do n ot  thi nk  you can cut it t hat fine.
Mr . Culver. Can  you cut  it  much finer  than  $200 mil lion ?
Mr.  Latta. I  th in k you cou ld if  y ou ge t int o such  item s as W orde n 

Grav im ete rs and cu t the m out . Th is  is ju st  one exam ple.
Mr. Culver. Than k you.
Mrs.  K elly. Tha nk  you so muc h fo r yo ur  appeara nce, Mr.  Lat ta .
Mr. Latta. Than k you ve ry much.
Mrs . K elly. I un de rs tand  th at  ou r colle ague  fro m Georg ia, the  

Honorab le Be nja mi n B. Bl ackb urn,  does no t have  a wri tte n sta tem ent, 
but  w ould  like to ad dre ss the  committ ee. W e wil l welcome hi s tes tim ony .

STATEMENT OF HON. BEN B. BLACKBURN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF GEORGIA

Mr.  Blackburn. I  ce rta inly  can not  elaborate any  fu rthe r th an  Mr. 
Lat ta  ju st  did . I  th in k his sta tem ents were very thorou gh  an d well 
docume nted . T he re  is ju st  one  facet of th is who le sub jec t o f E as t-W es t 
trad e to which I  wa nt  to  addre ss my at ten tio n.  I  feel  t hat  no t eno ugh 
at tent io n has  been given to  it. Th is is re lat ive to the same  po ints th at  
Mr . Cu lve r was  ju st  ra is in g as to wh at  is str ateg ic  an d wh at is 
nonstra teg ic.

Las t ye ar  in the Ba nk ing and Cu rre ncy Com mit tee , we took up  the  
quest ion  of the pro posed  Fia t, deal  rel ati ve  to  Exp or t- Im po rt  Ba nk  
pa rti cipa tio n.  I  notice d in the tes tim ony on be ha lf of the ad m in is tra 
tio n’s p osi tion we were  co ns tan tly  being to ld  th at the construction  of  
a sm all automobi le pl an t i n Ru ssi a w ould n ot fu rt her  th e wa r capacit y 
of  th a t nat ion . I t  is  my very firm b elie f, and the who le pu rpose of  my 
being  here, to s tat e th at  i t is imp ossible  to bu ild  up a p art  o f a na tio n's
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economy without building up its warmaking capacity. I will leave up 
to this committee, and those who are far  more expert and experienced 
than I, the question of the foreign policy implications of trade, but I 
do feel that this committee should view very strongly th at any building 
of the capital base of another country definitely furth ers the war
making capacity of tha t country.

It is my opinion, and I think most economists and milit ary experts 
would agree, th at the ability of a nation in our industrial society to 
wage war is directly proportional to the ability of that  nation to 
provide for its own domestic needs; tha t is to feed, house, and clothe 
its domestic population, and have lef t over a surplus  of production 
which can be devoted to war purposes. So I think  tha t there is some 
degree of fallacy in the argument that we can build up the domestic 
economy of a country and not strengthen its warmaking capacity, 
particularly with regard to the Fia t proposal.

The administra tion officials testified tha t without doubt a small 
automobile could be used to carry workers to and from the plants. We 
recognize tha t one of the strengths of our economy is the great mobility 
of our people, the fact tha t our workers can live 10 miles from the 
plant  and have their own automobiles that they can use to travel back 
and forth to their  plants. To summarize my position, I do want the 
committee to take into consideration tha t any building of the capital 
base of another country, even in domestic consumption matters , can 
be a strengthening of th at country’s war  potential. Personally, I rec
ognize th at there is some need fo r expanded trade. But I feel that  at 
this time in history with the hostilities tha t are both open and latent 
between the capitalist ic countries and Communist countries, we should 
try to confine that trade; tha t is, our  exports, to consumables which 
would be consumed within a short period of time, and they should be 
sold on strict ly a cash basis. I do not think  we should subsidize Com
munist countries.

Mrs. Kelly. Thank you so much, Mr. Blackburn. I would like to 
bring to your attention the fact tha t in the hearings to which Mr. 
Culver referred  earlier, the Committee on Foreign Affairs, this par 
ticula r subcommittee, discussed the  issues involved in the Fia t trans
action. I  was one of those who opposed th at transaction.

At this point  I would like to say if you wish to submit any additional 
statement for the record, you may do so.

Mr. Frelinghuysen.
Mr. Frelixgiiuysen. I have jus t a brief question, Madam Chairman.

on suggested tha t in our trade with Communist countries we 
should try  to concentrate on consumables on a cash basis only. Do you 
differentiate between the  countries with which we might be trading? 
In other words, it is easy to argue against trade with the Soviet Union 
because it is so big and i t does have a warmaking  potential  tha t could 
be a direct thre at to us and presumably is being utilized in helping 
North Vietnam. How aboiit Eastern  Europe? Should we differentiate 
between individual countries and encourage trade with some and dis
courage trade  with others? How do you feel about this business of 
tryin g to get a common allied position ? Needless to say. as Mr. Culver 
has brought out repeatedly this morning,  the Western European coun
tries show none of the qualms th at we have about trade. They are not 
as concerned as we are about building up warmaking potential  in-
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directly or directly. So our denial of o pportunities creates additional 
opportunities  for them. Would you like to comment on those two 
points? . . .  .Mr. Blackburn. I would d raw a dis tinction  between various ( om- 
munist nations. I think to  the extent, and he re again I  am gett ing into 
a field th at I thin k o thers are more expert on, I do feel that  there are 
some Communist regimes which perhaps are showing some inde
pendence from the Soviet Union. To the extent that trade would tend 
to break up the Communist establishment, I  would be more favorably 
inclined to them than I would some others, part icularly the Soviet 
Union itself.

I understand Rumania is showing some independence now. As I 
understand there are some ditferences of opinion as to what extent 
the domestic situa tion in Rumania is desirable or undesirable from 
our standpoint. To the exten t that  the ir thinking is becoming more 
independent along the lines of Yugoslavia, for example, I thin k it 
should be encouraged. I thin k the economic strength  of this Nation 
is one of  the valid  weapons wre can use in the cold war.

Mr. Frelinghuysen. I)o you thin k there is any possibility of get
ting a common policy with other  Western  nations? In other  words, 
liberal izing our position rather  than  expecting other  countries to 
restr ict thei r trade.

Mr. Blackburn. One of the reasons I favor the sale of consum
ables, and I will relate this  to your question, is thi s: If  we can get 
some Communist countries  dependent upon this  country for the pur
chase of wheat or something else on a continuing basis, to some extent, 
it wTould make tha t country less likely to take host ile action against us 
because they are dependent upon us for some of the ir supplies.

Mr. F relingiiuysen. As a practica l ma tter  t ha t is not really what 
they want f rom us. They want the know-how’ and technology. All they 
have to offer are consumables.

Mr. Blackburn. That is why I would not be anxious to see us sell 
them highly sophisticated electronic equipment and things of this sort. 
I think  tha t the sale of a highly  technical piece o f equipment repre
sents a great deal more to  the Communists than  it  does to us as far  as 
our financial rewards are concerned. They can get a prototype. They 
get a device and they can utilize, study, improve on, and use as a model 
for their  own technology. I do not know how’ we are going to be able 
to persuade the other Western nations to go along with our th inking.

You ask, should we tr y to persuade them? Yes, I  think we should 
try  to persuade them. As a practical matter, I do not know what we 
can do. We certainly do not control the ir destinies, and Mr. de Gaulle 
has shown tha t to be quite t rue  in recent months.

Mr. F relingiiuysen. Tha nk you.
Mrs. Kelly. Air. Culver.
Mr. Culver. Thank you, Madam Chairman, I also wish to compli

ment and thank Congressman Blackburn for coming forward and 
expressing his interes t and for his contribution to the committee this 
morning. I was interested  in your statement about the trade in turn  strengthening war potent ial.

The inference was the  likelihood that this would lead to war.
Air. Blackburn. No, I am not saying it is likely going to lead to  w ar.
Air. Culver. Increase its ability to make war.
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Mr. Blackburn. Certainly the Soviet Union is today benefiting 
from supplying goods to North Vietnam to the extent that  she can 
invest $1 in North Vietnam, and it costs us $30 to combat it.

Mr. Culver. I wonder if we can fair ly assume tha t the ability to 
make war and the ability to aid and abet war necessarily increases the probability that  war will be undertaken.

Mr. Blackburn. I thin k it is somewhat moot to argue about the 
possibility of war. We are very actively engaged in a war right now in Vietnam.

Mr. Culver. I  just mean as a hypothetical situation  because I  think 
it goes to the heart of the question, whether or not the political benefits 
to the United States are offset by the acknowledged economic value 
to the nations we are trad ing with. If  we are going to make a tough- 
minded judgment as to what constitutes U.S. self-interest , then the 
question is whether this increase in the l iving standard of these coun
tries is offset by the political values to us which some feel are likely 
to ensue from such developments and thereby lessen the prospects and 
the probabili ty of military confrontation generally speaking.

Mr. Blackburn. I can see the basis for such an argument, and that 
is, to the extent tha t we make happy  Communists we will have less 
belligerent Communists. You will recall I prefaced my remarks with 
the statement tha t at this point in h istory I do not think we can view 
it as a hypothetical question.

Mr. Culver. Is North Vietnam at war and was North Korea at war 
because they were “have” countries or “have-not” countries? Does not 
North  Korea desire power and control in the South because of certain 
advantages economically and geographically th at she sees in tha t area ?

Mr. Blackburn. I would be inclined to think that  the foreign policy 
is affected to some degree by the economic ambitions of countries. I 
think the Communists utilize the economic problems of these poor 
nations and capitalize upon them to fur ther their own political pu r
poses. I would not say that  North  Korea went to war with South Korea 
just  because South Korea had some rice fields or anything of that 
sort. I think it was purely a political move. I think the Vietnamese 
war is motivated 90-percent politically.

Mr. Culver. And 10 percent rice.
Mr. Blackburn. They would certainly like to have the rice, too.
Mr. Cuver. I have one last question.
Mr. Blackburn. If  it were purely economics it would be more to 

the benefit of any country, North  Korea or North Vietnam not to 
wage war. One of the most expensive forms of foreign policy is to 
wage war. If  they were really motivated by economic considerations, 
they would not resort to war. They would open up the doors to trade 
with South Vietnam and North Vietnam and South Korea and North 
Korea. They are not motivated solely by economics.

Mr. Culver. The last question I  have is thi s: Don’t you th ink that 
the relative standoff hopefully tha t can be maintained with the Soviet 
Union is brought about to a certain extent by the stake tha t great 
power now has in the preservation of  peace and the general standard 
of living their  people now enjoy? Conversely, the risk of war with a 
country such as China might be markedly increased, might, it not, 
because of the fact tha t there is not as much to lose in a military 
conflagration ?
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Mr. Blackburn. I would l ike to feel tha t is true, but recent developments do not indicate to me th at it is true. The fact tha t the Soviet I nion is continually supplying goods to North Vietnam when I have no doubt if she were to stop supplying North Vietnam with goods, they would soon run out of ammunition for their  guns and we would be in a lot better shape over there  ourselves. The fact tha t the Soviet Union would defend very actively and in fact act as the advocate for North Korea in the incident of the Pueblo, the  fact tha t she continues to export agents to other parts of the world, she encourages Castro to stir  up trouble in Latin America, I cannot look at these events and say t ha t the Communists have gotten soft on capitalism.I think they are actively engaged in the cold war.Mr. Culver. Thank you.
Mr. Blackburn. I enjoyed being with you.Mrs. Kelly. Mr. Whalley.
Mr. Whalley. Thank you, Madam Chairman.I just want to compliment Mrs. Kelly and the European Subcommittee for holding these hearings  on East-West trade, certainly a subject th at is very impor tant to all of us. I think  it is fine that the Members of Congress are  presenting  statements, and also th at others on the outside will have an opportuni ty to  be heard. I do not have any specific questions at th is time, Mrs. Kelly. Thank you very much.Mrs. Kelly. Than k you, Mr. Blackburn.
I want to thank the witnesses who have appeared this morning for their  fine presenta tions.
At this point, if there is no objection, we shall place in the record a number of statements  submitted by other Members of Congress.There was no objection.
(The statements follow:)

Sta te m en t of  H on . Leo na rd  F a r b st ein , a R ep res en ta ti ve in  Con gr es s F rom 
t h e  Sta te  of N ew  York

M ad am  C hai rm an , th e  st ea dy  ex pa ns io n of  th e  vo lume of  tr ade  be tw ee n th e co mm un is t countr ie s gen er al ly  gr ou pe d unde r th e  hea din g of  th e “E a s t” an d th e re st  of  th e wor ld , co nv en ient ly  iden tif ied as  th e  “W es t” , m us t he chara ct er iz ed  as  one of th e st ri k in g  econom ic ph en om en a of  ou r tim es . I t  is  sufficie nt to  po in t ou t, by way  of  ex am pl e,  th a t be tw ee n 1962 an d 1966 ex por ts  from  th e  in dust ri a l* W es t to  E ast Europ e, increa sed,  by som e 60 pe rc en t, fro m 2.4 to  3 .9 bi lli on  do llar s.Si m ila rly,  im port  t ra de  i nc re as ed  by a bo ut  th e sa m e mar gin.Th e fa c t th a t th is  ex ch an ge  of  co mmercial  tr ad e  has been  gr ow ing a t su ch  an  ac tive  pa ce—<in sp it e  of th e  ve ry  re al  un re so lv ed  in te rn ati onal prob lems betw ee n th e W es t an d th e E ast— seem s to me  to he  a m att e r of  in co nte st ab le  po lit i-M ca l sig nif ica nce. We may  be  al m os t cert a in  th a t th is  gr ow th  has  no t come  ab outas  a  re su lt  of  a ny  unusu al  sk il l in  sa le sm an sh ip  em ployed  by th e co mmercial  re p re se nta tives  of  th e W es te rn  bu sine ss  co mm un ity . Sa le sm an sh ip  do es  no t co un t fo r ve ry  muc h w he re  th e  st a te -t ra d in g  ag en ci es  of  th e  E ast  are  inv olve d.  The se  agencie s, as  we  kn ow  fr om  p ast  ex pe rien ce , a re  st af fe d w ith high ly  pr ofe ss io na l pr oc ur em en t sp ec ia list s,  wh o a re  under  ord er s to  co nce ntr at e on ly  on ite m s in clu de d in  th e offic ial im po rt  plan s,  an d to  bu y on ly  from  th e mos t co m pe tit ive su pp lie rs .
We are  th us ju st if ie d in co nc luding  th a t th e  pr od uct s cu rr en tl y  be ing im po rt ed  from  th e W es t are  urg en tly  ne ed ed  by th e co unt ri es  of  th e E as t.  We m ay  al so  be  qu ite cert a in  th a t th es e goods  are  ne ed ed  fo r th e  pu rp os e of  ra is in g  th e p ro du ct iv ity of  th e ir  n ati onal eco nomies.
F or in st an ce , we find th a t th e em ph as is  is  he av ily  co nce ntr at ed  on ite ms of  in dust ri a l im po rtan ce . Thre e ca te go ries  of  m er ch an di se , fo r ex am ple,  ac co un t fo r tw o- th irds  of  a ll  W es te rn  ex po rt s to  th e  E ast  duri ng th e yea r 1966. The se  a re : m ac hi ne ry  an d eq ui pm en t ($1,239 m il lion ) ; m et al  an d o th er m anufa ctu re s ($763 mill ion)  ; a nd c he mical  p ro duct s ($46 7 m il lion) .



The implica tions of the basic economic fac ts underly ing the flow of East -We st trade are, therefo re, q uite clear. They are also  worthy of our serious consideration. We need to begin by considering the fac t tha t the polit ical leaders of the Ea st work under a variety  of pressures, that  they pursue a wide range of goals,  not all of which are in keeping  with our own natio nal interest . Neith er can we ignore the fac t that  the pressures for domestic economic improvement and relax ation  within the indi vidu al countrie s of the Ea st  are becoming stead ily more irresis tible.The Ea st Europ ean countries  would like,  for examp le, to acquire  the necessary modern industria l processes and ski lls for the mass production of automobiles.  This has been clearly shown by the contract signed by Rus sia in May  1966 with Fi at  of Ita ly  to design and build a plant equipped to produce 600,000 passenger cars a year. We may be c ertain that  there are other types of consumer durables which the countries  of Ea st Europe would lik e to introdu ce into their economy witho ut havin g to repeat the costly research and development effort which countries like the Unite d States had to expend to master  their production. It  is a fa ir  guess that  the leaders of these countrie s know that, there is no substit ue for Western  technology, where some 75% of the world’s industrial  research and production is concentrated at present. W e can assume, then, that  the East ern nations are grad ually discove ring that  they have an important  stake in the stabili ty and continuity of thei r trade with the West.  It  would follow tha t it would be in their long-term intere st to maintain a climate of normal  economic and pol itica l relations with the world-wide indu strial community, on the reasonable assumption that  an atmosphere of reduced tensions would he fa r more conductive to a normal exchange of commodities, patents, licenses, and know-how among countries. This is the only route, it seems to me, by which the countries of Easte rn Europe could most direc tly and expeditiously increase the efficiency of the ir production system and, as a consequence, raise the stand ard of livin g of their  citize ns.In period ically re-examining our policy with respect to East -We st trade we need to address ourselves to one fund amen tal question, namely is there an opportunity for us in this area of legis latio n to make a positive contrib ution toward rela xin g tensions between the Ea st  and Wes t. We need not believe, of course, tha t in these troubled times external trade is powe rful enough an instru ment  to eliminate the whole complex of poli tica l differences that  have  existe d between the Ea st and the  Wes t over the past two storm y decades. Bu t, we are justi fied,  I believe, in moving in the direction  o f reducing some of  the  more onerous restr ictions on the abi lity  of the Ea st to bring their commodities  into our markets.There  are many categories of indu stria l production in which  the United State s has unique capa bilit ies, over and above those developed so fa r in Wes t Europe. There  is no doubt tha t the Ea st European countrie s are aware of  these opportunities and would under more normal condit ions be interested in acquiring advanced produc tive equipment and indu stria l processes that  are unique to this country  for  incorporation in their own economies. By  the same token it  would be in our own interest to encourage the natio ns of Ea st Europe to develop a stake in the mainte nance of normal poli tica l as well as economic relations with this country.At  present, there is obviously a serious lac k of mutual confidence between the United Stat es and the Ea st.  Ther e is an equa lly obvious disin clina tion on both sides to raise  existin g levels of tension or to resort to a milita ry resolution to our differences.  Give n these clea rly discern ible conditions , it  would seem to me tha t expa nding the flow of trade  could serve as a usefu l means of rela xing internatio nal tension.
State m ent of  H o n . E . R o ss  A da ir , a  R ep res en ta ti ve in  Con gr es s F rom  t h e  

Sta te  of I ndia naMadam Ch ai rm an : It  gives me a great  deal of pleasure to present my views on the subje ct of Ea st West trade. It  has  long been my feel ing tha t this topic needs a thorough air ing  in view of the conflict  in Viet nam  and the seemingly contra dictory policies of the present administratio n in this regard.My position on thi s matter first of all should be made c lear. I oppose any expan sion of such trade at this time. Any expansion of trade now is jus t not sensible when these same people are supporting and supplying our foes in North Vietnam.I am aware  that  several argume nts are usually  offered to holster the idea that an expansion of Ea st West trade  would be a help ful thing . One of these is that  it



would somehow im prove our rel ations with these coun tries . However , this proposition is not provable. We have only to look a t history. One of ou r gr eates t t rad ing  pa rtn ers  has  alwa ys been Germany and we have  foug ht two World Wars with her.
Another argument  th at  is sometimes adva nced  is th at  if we do not  sell these  prod ucts  to the  Communist nations,  other countries in the  Free  W orld will. This  is only tru e to a limi ted extent. Many techniques and  prod ucts  are unique ly our own and a re  not ava ilab le f rom oth er nations.A third  and  per hap s a very persuasive argument  used by the  proponents  of this proposition is th at  thi s tra de  will help ou r world  tra de  posit ion and  make profits for  our  businessmen. But  is this true? We have been thro ugh  severa l cycles of expanded tra de  with  the Soviet Union. One of these  w as immediately af te r we extended diplom atic recognition to he r in 1933 and  the other dur ing  World War  II.  In both cases  g reat hopes were buil t up by our  businessmen, only to find t ha t the  Soviets wanted long term  c red its and were real ly not ready to p urchase much from us. They sti ll wa nt long term  cred its. They are sho rt of convertib le cu rrency and a re not likely  to pay in cash for  anything they buy. The Wes t Germans have found this out. and  they have gone all out in th is field. Our p rivate  en terp rise  businessmen will have  gr ea t difficulty with  a b ar te r economy.Aside from the  conside rations  I have just mentioned, it is my feeling th at  we should not export our  technology to a nation which will pi ra te  th at  technica l knowledge to our detriment . The  Soviet economy seems now to be on a plateau, str ain ed  by poor farm performance , the need of new cap ital  inves tmen t, the  s uppor t of North Vietnam and  Cuba, and  in my view we should not ass ist  her  in finding a way out of her  problems.

Statement of Hon. W. M. Abbitt, a Representative in Congress From the 
Sta te  of  V ir g in ia

Madam Chairman and Members of the Subcommittee, I appreciate the opportuni ty to make representations with reference to my bill, H. Res. 847, regarding  the problem of East-W est t rade.
I am indeed pleased that  your Subcommittee has  afforded this  opportunity to air  the basic issues in East-West t rade and to study the impact  of such t rade on the United States and, in turn,  on the conflict in  Vietnam, which is, of course, of in ter est  to a ll of us.
With  so much of our  nat ion al energy  today being expended on the conflict in Vietnam, it na tur ally follows th at  our  people are raising pertin ent quest ions with  reference to nat ions supp lying  a id to North Vietnam. As an individual and as a Member of Congress, I find it  extremely  difficult  to explain  how we can in good conscience look the oth er way when some of our  so-called frie nds  in the inte rna tional  community continue to tra de  w ith Nor th Vietnam when th at  nation  is today dis rup ting the  peace of the  world. It  is  incredible  t ha t some F ree  W orld goods cont inue  to reac h North Vietnam und er ausp ices which are  highly questionable and  that  our  Government per sis ts in its  position th at  noth ing can be done abou t it. By the  same  token, we need to stud y the  whole quest ion of tra de  with  the  Communist bloc inasmuch as it  app ears th at  less and  less att ent ion  is being given to the dan ger s of supp lying  items  which are  the result  of our advanced technology.
For years  we have been told th at  the Free World and  the  Communist bloc a re  engaged in a cold wa r struggle , th at  the  purpose of the Communist nat ions is to eventually overcome and  destroy those who disagree  w ith them a nd th at  the real  danger to world peace lies in Moscow and  Peking. Yet we have  seen in recent yea rs a constan t veering away from thi s philosophy to the poin t where it  now seems to make lit tle  difference as to who tra des with the  Comm unist bloc and  what goods are  supplied.  This is more  than a mat ter of dollars and cents  or free  tr ade; it  is a mat ter of self-perpetuation. The quest ion of tra de  with  the Commun ist nat ion s is, of course,  a big one and  one th at  mus t be sub ject  to many variables. However,  the  quest ion of tra din g with Nor th Vietnam is, it  seems to me, a much more precise issue. Nor th Vietnam is engaged in a war.  More tha n 15,000 American boys have died on the  battlefield, and  thousands  of South Viet namese have been killed in a conflict which has been going on for  years . Although the re are  oth er smalle r dis turb anc es of the peace in var ious pa rts  of the world, thi s is a clear -cut batt leground. The issue  is clearly drawn,  and yet thi s
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N at io n co nt in ue s to  h id e it s eyes to  th e fa ct th a t m as sive  tr ad e  is  go ing on 
be tw ee n N or th  V ie tn am  an d nat io ns in th e F re e Wor ld . In  ad dit io n, la rg e sc ale 
tr ad in g  is  ca rr ie d  on  w ith  Co mmun ist  Ch ina, which , in  tu rn , su pp lies  N or th  
Viet na m.

Of co urse , we  cannot co nt ro l th e tr ad e  of  o th er nat io ns an d wou ld  no t a tt em p t 
to  do so. How ev er , i t  is  not  in cu m be nt  up on  th is  Cou nt ry  to  loo k th e  o th er way  
a t tr ad e  whi ch  ob viou sly ex is ts  an d,  a t th e  sa m e tim e,  to  su pp le m en t and  aug
m en t th e econo my  of  t he  n at io ns whi ch  a re  doing  th e t ra din g.

In  my  op inion, a  fu ll  scale stud y ne ed s to  be  mad e of  th e  who le  prob lem  of  
Eas t- W es t tr ade, w he re  we a re  h ea di ng , an d w hat w ill  be  th e ev en tu al  re su lt s of 
a co ntinu at io n of  t he  p re se nt pol icy . W e sh ou ld  n ot be tr avers in g  b lin d al le ys , an d 
if  we ar e,  now is  th e  tim e to  ta ke stoc k of  th e  si tu ati on  and th en  fol low  w ith 
re m ed ia l ac tio n.

Sta teme nt  by H on . W alte r S. Bar ing , a R epr esen ta tiv e in  Congress F rom th e 
State of Nevada

Mad am  C hai rm an , I th ank  you  fo r th e  opport unity  to  sp ea k on E as t- W es t V
tr ad e.

Ho w ca n we co ns ci en tio us ly  th in k o f en ga ging  in a tr ade  w ith  Com mun is t 
co un tr ie s wh o a re  m ak in g an  al l-ou t ef fo rt  to  k il l our se rv ice men  in V ie tnam  
an d Korea .

On one ha nd  we te ll  th e  Amer ican  people th a t a m aj or po rt io n of th e ir  ha rd - 
ea rn ed  ta x  do llar  is  be ing sp en t to stop  Com mun ist  ag gr es sion  . . . t h a t th e ir  son s 
an d hu sb an ds  are  gal la ntl y  giv ing th e ir  liv es  to  st op  Com mun ist  ag gr es sion .

On th e ot he r ha nd , we  te ll th e Am er ic an  peop le th a t th e  Eas t-W es t tr ad e  pro 
po sa l is  a  good  one . . .  it  w ill  h elp ea se  t he c old  w ar . . . s moo th re la ti ons be tw ee n 
ou r co un try an d R uss ia  an d it s sa te ll it es .

I as k yo u . . . do es  th e  A dm in is tr at io n,  yes , ev en  Co ng res s, th in k th e Amer ican  
peo ple  a re  a  b un ch  o f d um mies?  T ha t th ey  c an ’t r ead ?

L ast  Se pt em be r th e nat io n 's  ne w sp ap er s an d te levi sion  an d ra di o ai rw av es  
car ri ed  th e  ne ws th a t R us si a ha d in cr ea se d it s m il it ary  ai d to  th e Han oi  go ve rn 
me nt , And w hat  k in d of  an  an sw er  did th e A dm in is tr at io n  giv e th e Amer ican  
people to  th is  bi t of  ne ws?  Th ey  sa id  it  w as  “r eg re tt ab le .”

At  th is  ve ry  mom en t, American  me n are  be ing ki lle d an d wou nded  in Vietnam  
by So vie t bu llet s an d ex plos ives  fired from  wea po ns  de liv er ed  to  V ie tn am  by 
So vie t sh ips.

Yet th e on ly answ er  th e A dm in is tr at io n  co uld giv e la s t Se pt em be r to  th e news  
th a t R us si a w as  in cr ea si ng its  m il it ary  ai d to N orth  V ie tnam  w as  “r eg re tt ab le .”

A nu mbe r of  our econ om ists  an d bu sine ss  le ad ers  sa y th a t tr ad e  w ith  Com
m un is t co un tr ie s is  an  eco nomic pro blem . The y be lie ve  we  m us t co ns id er  th e 
need  of  U.S . bu si ne ss  to  comp ete  in a wor ld  m ar ket . I am  al l fo r U.S . bu sine ss  
co mpe tin g in a w or ld  m ar ke t. B ut no t w ith  co untr ie s th a t ha ve  but on e goal 
in mind . . .  o ur  d ow nf al l. And, mos t of  a ll,  no t a t th e  ex pe ns e of  o ur yo un g A m er i
ca n men.

An y tr ad e  w ith Com mun ist  co unt ri es  is no t an  eco nomic prob lem . I t is ou r *
fo re ign po licy prob lem. We ha ve  sp en t we ll ov er  a half -t ri ll io n  dollar s in  ou r 
st ru gg le  again st  Com m un is t take ov er .

Yet  we  ha ve  th e A dm in is tr at io n as ki ng  us  to  g ra n t ex te ns iv e tr ad e  pr iv ile ge s 
w ith Com mun ist  co untr ie s th a t a re  su pp ly in g 90 per ce nt  of m il it a ry  an d eco 
nomi c ai d to  N ort h  V ie tnam . •*

A trem en do us  b arr age  of  pro pa ga nd a has  been  un le as he d in  beh al f of Eas t-  
W es t tr ad e,  mu ch  of  it  fr om  sa le s-m inde d bu sine ss m en  pr od de d an d gu ided  by 
S ta te  an d Co mm erc e D ep ar tm en t officials. The  th eo ry  of th is  pro pa ga nd a bar
ra ge  is th a t U.S . busin ess'm en  wo uld sel l la rg e am ou nt s of  goo ds, as  wou ld  ot her  
free -w or ld  co un tr ie s,  th us mak in g cap it a li st s ou t of  th e Com mun ist s.

B ut an  art ic le  in th e U.S.  N ew s an d W or ld  Rep or t of  M arch  27, 1967. shoo ts 
th is  th eo ry  down . Quo tin g Eur op ea n bu sine ssm en  an d go ve rn m en t exper ts  who 
a re  ac tu a lly  do ing bu sine ss  w ith  th e  Co mmun ist s, th e art ic le  st a te s in  p a r t :

“T ra de be tw ee n E ast ern  Eur op e an d th e W es t will  inde ed  co nt in ue  to grow — 
per ha ps by as  muc h as  10 pe rc en t a ye ar . B ut to da y R us si a an d it s Eur op ea n 
sa te ll it es  buy on ly  4 bi lli on  doll ars ’ w or th  of  goods a yea r from  th e en ti re  non- 
Communis t world. . . .

“T he  main trouble  is  th a t R uss ia  an d it s fr ie nds ha ve  ve ry  li tt le  to  se ll to the 
W es t. E ast ern  Euro pe has  li tt le  ch an ce  of  ea rn in g  th e  fo re ig n ex ch an ge  it  ne ed s 
to pa y fo r im po rts.



35

“B ut Eur op ea n tr a d e rs  em ph as ize th a t li ed  la nds bu y on ly  w hat th e ir  nat io nal  
pl an s c al l f o r . . . . ”

I t ’s th a t la st  se nt en ce  th a t is  mos t da m ag in g to  an y pr op os ed  E as t- W es t tr ad e.  
T h a t Com m un is t countr ie s buy on ly w hat th e ir  nat io nal  pla ns ca ll fo r . . . an d 
ri ght now it is  to  ai d  Han oi  an d he lp  br in g ab ou t fina nc ia l d is ast e r to th e Uni ted 
Sta te s,  th us se tt in g  up  an d ea sy  co nq ue st  of our co untr y  w ithout even go ing  
to war .

Mr s. Ke lly , you sa y th e ob je ct iv e of  your  undert ak in g  is to det er m in e w hat  
ch an ge s ha ve  ta ken  plac e duri ng  th e p a s t year in th e s tr uc tu re  of  Eas t- W es t 
tr ade  an d how th es e ch an ge s af fect  U.S. fo re ig n po lic y ob ject iv es  in Eur op e,  
Vie tnam  an d oth er are as.  My an sw er to  th a t is, th ere  has  been no ch an ge  in th e 
Com mun is t pl an  o th er th an  to  co nt in ue  to  wor k “d ea ls ” w ith  our co unt ry  fo r 
ite m s th a t th ey  c an  us e again st  th e U ni ted Sta te s.

* The  so un dn es s of  our doll ar  an d ba la nc e of  pa ym en ts  do es  no t hing e on an y 
fu tu re  tr ades w ith  th e  Com m un is t bloc. Th e so un dn es s of  our do ll ar an d ba lanc e 
of  pa ym en ts  ca n be st  be a tt a in ed  by th e en di ng  of  ou r gi ve -away  fo re ig n ai d 
pr og ra m s an d de m an di ng  th a t thos e co unt ri es  ow ing us  mo ney s ta r t pay in g off 
th e ir  d eb t.

* As  Sen at or  E vere tt  D irks en  of  Il lino is  so ab ly  put it. “I s  tr ade  so sw ee t an d 
pr of its  so de si ra bl e as to  be pur ch as ed  a t th e pr ic e we  now  pa y in dea th  an d 
ag on y? ”

T hank  you.

Sta tem ent  of  H o n . W il l ia m  G. B ra y , a R ep res en ta ti v e in  Con gr es s F rom 
t h e  Sta te  of I ndia na

M ad am  C ha irm an  and Mem be rs of  th e Su bc om mitt ee , I am  g ra te fu l fo r th e 
op po rtun ity to ex pr es s my  vi ew s on th e cr uc ia l an d un re so lv ed  qu es tio n of  Eas t-  
W es t tr ad e.

T he  fac ts  o f t he  m att er,  a s I see  t he m, are  fe w bu t t o th e p o in t:
E xp an sion  of tr ad e  w ith  th e Com m un is t bloc— th e “E a s t” in “E as t- W es t,” 

as  “W es t” re fe rs  to th e  U ni te d S ta te s— is a m ajo r p a rt  of th e A dm in is tr a ti on’s 
fo re ig n po li cy ;

Thi s same Com m un is t bloc  is  givi ng  st ro ng  su pp or t, bo th  m or al  an d m at eri a l,  
to th e Nor th  V ie tnam es e,  en ab ling them  to  ca rr y  on th e ir  ag gr es sion  again st  
Sou th  V ie tn am  and in cr ea se  th e  U.S . casu alt y  co un t, whi ch  is now ov er  one  
hu ndre d th ous an d k il led,  w ou nd ed  a nd  missing  ;

T his  sa m e Com m un is t blo c has ne ve r m ad e an y se cr et  of  it s u lt im ate  aims, as  
fa r  as  tr ade  w ith  th e  U ni te d S ta te s is  co nc erne d.  On e So viet  a u th o ri ty  on fo re ig n 
tr ad e  has st a te d  th a t “. . . du e to  th e ba si c an ta gonis m  be tw ee n co mmun ism  
an d ca pi ta li sm , tr ad e  be tw ee n th e E ast an d W es t w ill  al w ays be influ en ced,  if  
not do min ated , by pol it ic al  co ns id er at io ns  an d m ot iv at io ns . The  U. S.S.R. ’s fo r
eign  t ra de  policy  is an  in te gra l p a rt  o f it s fo re ig n po lic y ..

A no th er  So vie t au th o ri ty  has sa id  th a t “Soci al is t st a te s co ns id er  it  des ir ab le  
to  de ve lop an d im prov e econom ic re la tions w ith cap it a li st  st a te s ax lon g as  th es e 
st il l do e x is t” (e m ph as is  su pp lied )

(B ot h of th es e quota ti ons a re  fo un d in  W as hi ng to n R ep ort  of  th e Am er ic an  
Sec ur ity Co uncil , W R-6 7- 11 , da te d  M ar ch  1 3,1 967.)

’fhe  en ti re  qu es tio n is  be co ming more an d mor e co n tr o v ers ia l; a t tim es  i t  has  
seem ed  ra ti onal di sc us sion  is  im po ssi ble. U.S . A m ba ss ad or  W. Ave re ll H arr im an  
st a te d  on NBG -T V,  on Nov em be r 23, 1966, th a t op po ne nt s of  e xp an de d tr a d e  a re  
“b igoted , pi gh ea de d i>eople, who  do n’t kn ow  w h a t’s go ing on in th e  w or ld  th a t 
ha ve  p re ve nt ed  us  f ro m  hel pi ng  o ur bal an ce  o f pa ym en ts . . . ”

E st im ate s of w hat th e  Com m un is t blo c su pp lies  N orth  V ie tn am  ra nge from  
ei gh ty  to  ni ne ty  p e r ce nt  of  w hat N or th  V ie tn am  ne ed s to  carr y  on th e w ar . 
I ca nn ot he lp  bu t w on de r if  A m ba ss ad or  H arr im an  wou ld ap ply hi s st a te m en t to  
th e  pi lo t of  an  A ir For ce  or N av y pl an e,  wh ose c ra f t has  ju s t been  h it  ov er  N or th  
Vie tnam , th anks to  ra d a r and  a n ti -a ir c ra ft  eq ui pm en t su pp lie d by R uss ia  or  
Pol an d?

W het her th is  is an  ag e of  “ to ta l w a r” or  not —mea ni ng , in  eff ect , th a t no co un 
tr y , no in di vi du al , no  co mmod ity  ca n po ss ibly  be  neu tr a l— is  no t a qu es tion  to  be  
se tt le d  he re . B u t ou r co untr y  ca nno t af fo rd  th e  inde ci sion  an d co nf us ion th a t 
pr es en tly  a cc om pa nies  th is  p a rt  of  our  fo re ig n pol icy .

I rece ive a co ns id er ab le  am oun t of  m ai l on th is  m a tt e r an d al l of it  is op posed 
to  an y in cr ea se d t r a d e : mos t of  it  ca lls fo r us in g tr ad e  as a wea po n in  th e  Cold 
W ar . A pol l I took  of  my S ix th  In dia na D is tr ic t co nst it uen ts  th is  year sh ow ed
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eighty-three percent flatly and firmly against any expanded East-West trade. A typical comment was th is : “We cannot fight the Communists in Vietnam and trade with them elsewhere. I t just doesn’t make sense.”
It  doesn’t make sense to me, either.

S ta te m ent of  H on . J o hn  H . B u c h a n a n , J e ., a  R epr es en ta ti v e in  Con gr ess 
F ro m t h e  Sta te  of  A la ba ma

Madam Chairman and members of the Committee, it is at  the presen t time impossible to consider the subject of East-West  trade objectively and with a long- range view, as the current conflict raging in Vietnam is a major factor dominating the whole pa ttern of U.S. foreign relations,  and requiring the evaluation of our international trade policy in light of the effect i t will have upon any prolongation of the North Vietnamese and Viet Cong aggression.
To give serious consideration at  this time to any major expansion of East- West trade would of necessity involve consideration of increasing the production potential of the Soviet Union and the Soviet Satellites fo r the  supplies and weapons which are flowing into North Vietnam. It  is also doubtful t hat any agreement for expansion of East-West trad e could be foreseen which would result in a dollar balance favorable to the United States.
The Communist countries are at  present pursuing a determined effort to build up their reserves of hard currencies. Their  own currencies are  essentially a form of domestic script, which is not acceptable in foreign trade. For tha t reason, it is to thei r interest  to export to the West, and there are, therefore, no realistic expectations tha t our exports could be expanded in tha t direction, in excess of imports, as  a means of improving our balance in international payments.The flow of trade, viewed from the side of the West, in the period 1962-66 has been as follows (in millions of U.S. dollars) :

Year Exports from the West Imports  into  the West Balance ( + o r —)

1952............................................................ 2,44 0 2,5 33 - 9 3
1963 ........................................................... 2,62 2 2,85 7 -2 3 51964 ............................................   3,21 0 3,04 8 +16 2
1965 ............................................   3,19 5 3.58 8 -3 9 3
196 6........................       3,853 4,0 48 -1 9 5

To tal................................................... (i ) (i )  _7 54

'Unfa vorab le balance fo r above 5 years.

The commodity struc ture of East-West trad e has remained unchanged in recent years. On the side of the East, the main interest in regard to imports remains concentrated on the category of “machinery and equipment”, which is the category tha t is generally accepted as being a strategic factor  in the development of industria l power. By 1966, the West supplied the East  with more than one billion dollars worth of machinery and equipment, most of it embodying the most advanced technology in the field.
As a member of the Special Study Mission of the Committee on Foreign Affairs which visited the Soviet Union las t year, I partic ipated with the other members of the mission in discussing trad e expansion at  length with officials of the Soviet Ministry  of Foreign Trade. Soviet autho rities  professed interest in the purchase of certain types of American industria l technology, but also stressed long-term credits, and working out various  licensing arrangements. The concensus of opinion as a resu lt of our discussions was tha t any acceleration of United States-Soviet trade  is most unlikely at  the present time, from both the Soviet and the U.S. viewpoints.
From our contacts with Soviet officials regarding  Vietnam, it was concluded it would seem unwise for the United States  to expect the Soviet Union to play a decisive pa rt in bringing the Vietnam conflict to an end, and tha t Soviet aid to Hanoi can be expected to continue, even to increase.
In our consideration of trade expansion, we were aware that the United States does currently import platinum, palladium, chrome, manganese, and several other minerals used in our indu stria l and space endeavors from the Soviet Union, and tha t in the case of some of these minerals it  might be difficult
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to find altern ative  sources of supply. However, the re does not appear  to be any 
urgent  need to expa nd these  imports , no r was ou r a ttention drawn to other c riti ca l 
ma ter ials th at  could be obta ined  by the  United Sta tes  from the  Soviet Union 
by increasing the  volume of tra de  between our  two countries.

In  a ny cu rre nt conside ration of Eas t-West trade,  t he  cold hard fac t stands  out 
towering above all oth er consideratio ns—No rth Vietnam and  the  Viet Cong 
could not  continue the aggression , could not mount new offensives such as we 
have seen in the  last  few weeks, such as are continuing now, if supplies were 
not pour ing into N orth  Vietnam f rom the  Soviet Union and  the Soviet Sate llites .

The  following  figures point up the sha rp rise  in tra de  of the  Communist coun
tri es  wi th North Vietnam from  1964 to 1966 alo ne :

TRADE OF THE COMMUNIST COUNTRIES WITH NORTH VIETN AM 

[In  mil lions of dollars)

Exports to North Vietnam Imports  f rom North Vietnam

1964 1965 1966 1964 1965 1966

U.S.S.R................................................ 47.7 74.9 68.2 34.8 30.6 25.3
Sa tell ites _________  _________ 14.9 29.7 59.5 22 .4 24.2 16.0

Bulgar ia..... ................................. 1.3 2.4 (*) 2. 4 ( ') ( ')
Czechoslovakia______ _____ - 4.5 9.7 13.8 5.0 7.2 5.6
East Germany_______ ______ 2.9 4.9 16.5 2.7 6.7 5.0
H u nga ry .. ............................. .. 2.7 5.3 9.7 4.9 3.7 1. 5
Poland____________________ 2.1 4.0 10.5 5.2 5.1 3.7
Rumania__________________ 1.4 3.4 9.0 2.2 2.1 0.2

Total , Eastern Europe............ 62 .6 104.6 127.7 57.2 54.8 41.3
China......................... ......... ............... ( ') (*) ( ') (>) <>) (' )

1 Not available.

Source: Unpub lished data of the Department of Commerce.

These figures gain  significance when it  is noted that  in 1964 Expor ts and Im
por ts remained close to dol lar balance, but  with the  accelera tion of the Vietnam 
aggression  in 65 and  66, exp orts  reached an app rox ima te 3 to 1 ratio .

As an  exam ple o f Soviet m ilit ary  supplies to North Vietnam, in a  le tte r re leased 
in March  of 1966 by Soviet leaders, the following items were list ed :

1. In  1965 alone the  U.S.S.R. placed  at  the disposal of Nor th Vietnam weapons 
and other wa r ma ter ial s of a tot al value of 500 million rubles ($550 mil lion).

2. The weapons in ques tion included: surface-to -air  missiles, an tia ircr af t 
art illery , a ir  planes , tanks , co asta l guns, warships, and o the r items.

3. The Soviet Government also provided Hanoi with courses of tra ini ng  for 
pilots , missile technicians, tan k drivers, arti llerymen,  etc.

In  addit ion rep ort s have  been received of m any oth er item s ex ported by Soviet 
Russia  and the Soviet Satelli tes  to  aid in the  North  Vietnamese w ar  effort. These 
inclu de petro leum products, ind ust ria l mach inery , power-generat ing equipment  

M and  road -building machines . And the lis t could go on.
If  the  United Sta tes  is dete rmined  to win the  wa r in Vietnam, and  brin g the 

comm unists  to the  peace tab le to negotiate , we mus t make  every effort  to close 
the  avenues of supply  which are reaching the  enemy, and expansion of East-West 
tra de  at  thi s tim e would not  fur th er  th at  objective.

* We are  all  aw are  of the dangerous th re at  of communism in the  world. We see
the  Sov iet Union move w ith planned delibera tion  in every area  where i t is possible 
to st ir  up  and foment trou ble th at  will dra in the  resources of the W estern nations  
of the free world, and  of  the  Un ited Sta tes in p art icu lar . We must  meet  the  Soviet 
th reat  a t every [mint—both mili tar y and economic—and counter  the Soviet moves 
a t every opportuni ty.

So long a s the United Sta tes  is  confron ted with  Soviet indulgence in aggression 
by proxy through  the  Soviet role in extending financ ial aid  and  ma ter ial  sup
plies—milit ary  and non-mil itary—to ou r enemy, there can be no logica l considera
tion  of  Eas t-West tra de  expansion.



S tate m ent of H on . J ef fe ry  Co ii ela n . a R ep res en ta ti ve in  Cong re ss  F rom 
t h e  Sta te  of C a li fo rn ia

M ad am  C hai rm an . I comm end yo ur  co mm itt ee  fo r gi vi ng  it s  a tt en ti on  to  th e 
im port an t pr ob lem of  Eas t-W es t re la tion s,  an d I th ank  yo u fo r th is  opport unit y  
to  p re se nt  t o  yo u som e of  my  own  v iew s on t h is  im port an t pro blem .

In  A pr il 1967 I w as  as ke d to  ad dre ss  th e  Amer ican  As sem bly , he ld  a t Arden  
House , H arr im an , New York, on th is  su bj ec t. Abo ut  60 me n and wo me n, re pre 
se nta tive of  br oa dl y di ve rse in te re st s and  ex pe rie nc e,  wer e del eg ate s to  th is  
Assem bly . The  re su lt s of  th e ir  del ib er at io ns w er e pu bl is he d a s  th e  R ep ort  of  
th e T hir ty -f ir st  Amer ican  As sem bly , “T he  U ni te d S ta te s and  E ast ern  Eur ope .”

W ith yo ur  pe rm ission . M ad am  Cha irm an , I wou ld  like  to  p re se nt to  th e  Com
m it te e a  copy  of  my re m ar ks  an d of  th e Assem bly re port .1 I ho pe  yo u will  find  
th em  he lp fu l.

Mrs. K elly. Without objection, we will place your address in the 
record at this point, and include the report of the  American Assembly 
in the appendix to the hearing.

There was no objection.
B uil din g  B ridg es  B et w ee n  t h e  U ni te d Sta te s an d t h e  Coun tr ie s of  E ast er n 

E ur op e

RE M ARKS OF CONGRE SS M AN  JE F FE R Y  COIIEL AN AT  T H E  ARDEN H OU SE  CO NF ER EN CE ON 
U N IT ED  ST ATE S- EA ST ER N EU RO PE AN  RELATIO N S,  A PR IL  2 7 , 1 9 6 7

The  cen tr al and compe lling  re ali ty  in  th e  U ni ted S ta te s'  re la ti ons w ith E as te rn  
Eur op e to da y is  th a t we ha ve  mo ved fr om  a pe riod  of  host il e co nfr on ta ti on  to 
on e of  pe ac ef ul  co mpe tit ion.  The  Com m un is t wor ld  is  no  long er  to ta ll y  im mun e 
to  eco nomic and po li tica l w in ds  of  ch an ge s. The  re b ir th  of nat io nal is m  an d ex 
pa ns io n of  co nta cts  w ith th e  W es te rn  w or ld  ha ve  se t loose fo rc es  in Com m un is t 
co unt ri es  th a t ha ve  ra dic al ly  ch an ge d th e  na tu re  of  th e  Com m un is t w or ld  from  
w hat it  w as  in th e a ft e rm ath  of  W or ld  W ar II .

W hen Jo se ph  S ta li n  ra ng do wn th e  ir on  cu rt a in  in  th e la te  1940’s. th e  Com
m unis t w or ld  unde r th e  USS R w as  a ho st ile,  ag gr es sive  e mpi re . O ur  al li es  j oi ne d 
w ith us  in th os e da ys  in de ny in g v ir tu a ll y  al l in dust ri a l eq ui pm en t and m ate ri a l 
to  th e Com m un is t wor ld . Th ey  st il l co op er at e w ith  us  to da y in em ba rg oi ng  tr ade 
in  st ra te g ic  goods th a t could  st re ngth en  th e  m il it ary  pote nt ia l of  th e  Co mmun ist  
na tion s.

B ut m an y of  th em  ha ve  re la xed  re st ri c ti ons on ot her  ex por ts  to th e  co un tr ie s 
of  E ast ern  Eur op e.  At th e sa m e tim e,  th e  U ni ted Sta te s,  th ou gh  perm it ti ng  som e 
tr ad e  w ith th es e sa m e co un tr ie s,  st il l h as  m an y ve st iges  of  ou r ea rl ie r cold w ar  
ars enal of  t ra d in g  weapons .

Th e qu es tion  whi ch  ari se s to da y,  th en , is  w het her  th e co nt ro ls  an d re st ri c 
tion s we  m ain ta in  in  isol at io n from  o u r al li es  co nt in ue  to  se rv e our nat io nal  
in te re st . The qu es tion  is w het her  th e ch an ge s th a t ha ve  oc cu rr ed  in E as te rn  
Eur op e w a rr a n t ch an ge s in  our ow n po lic ies an d pr ac tice s.

In  my  ju dgm en t,  th ey  do. In  my  ju dgm en t,  it  wo uld  be  in our be st  nat io nal  
in te re st  to  mod ify our po lic y in  o rd er to  re in fo rc e an d ex te nd  th e  proc es s of  
ch an ge . Thi s a tt it ude , th ou gh , is not  sh are d  by a siz ea ble,  an d a voca l, sect ion 
of  th e  Con gres s . . . .

Let  me  st ep  ba ck  fo r ju s t a m in ute  to  put ou r pre se nt ch oice  in a fu ll er  
pe rspe ct iv e.

In  th e  la te  1940’s an d earl y  1950’s, th e  Co mmun ist  wor ld  pre se nt ed  an  im age 
of  a gi an t,  po w er fu l, to ta li ta ri a n  bloc of  co unt ri es  su bs cr ib in g to  a sin gle ce n
tr al iz ed  bra nd  of  co mmun ism  and ag gr es sive ly  th re a te n in g  th e re st  of  th e  wo rld . 
W hi le  we  ha ve  tr ad it io na ll y  re ga rd ed  tr ad e  as  a no rm al  el em en t of re la ti ons be
tw ee n co unt ri es , we  did im po se  se cu ri ty  co nt ro ls  in 1948  as  a re sp on se  to  So vie t 
ex pa ns io n in  E ast ern  an d C entr al Eur op e.  W ith our  al li es  we  or ga ni ze d a se rie s 
of  de fe ns iv e a ll ia nce s to  co nt ai n th is  ag gr es sive  fo rce, an d we re pu lsed  it  in 
Greece, in  B er lin,  a nd in Kor ea .

Tod ay  th ere  is  no  lo ng er  a sing le  Com m un is t no no lit h.  Th e Com m un is t wor ld  
is sp li t do wn  th e middle . On one side  is  Com mun ist  China , fa na ti ca l in it s ho st il 
it y  to  th e U ni te d S ta te s an d wed de d to  th e  d oc tr in e of  i ne vi ta bl e co nf lic t be tw ee n

1 Tlie R ep or t of  th e  As sem bly  ap pea rs  in  th e App en dix to  th e  he ar in g.



the  Communist and Cap ita list  worlds. On the  other side is the  Soviet Union, 
accused of revisionism because it faced  up to the  awesome consequences  of di 
rect  mil itar y confronta tion  in an age of nuc lear  weapons and mass  dest ruct ion.
It  is, apparen tly,  moving slowly and caut ious ly tow ard  increase d peace ful re la
tions  with the West.

The spli t between the  Soviet Union and Communist China,  combined with  the 
gradua l loosening of direct  Soviet dom inat ion af te r Sta lin’s dea th, have had  
imp orta nt consequences for  the  countries of Easte rn Europe. The Soviet  l ead ers  
af te r Stalin, although obviously au thor ita ria n,  have for  the las t ten  yea rs tri ed  
to make more use of persuasion  and economic incentive in the ir rela tions wi th 
other Communist coun tries . The small nat ions of Easte rn Europe , which in 
Sta lin’s day were mere  satelli tes  of the  Soviet  Union, are today  increasin gly 
able to adopt int ern al and  external  policies appro pri ate  to thei r own nat ional 
intere sts  as they  see them. Among other things, they have expanded tra de  and 
cultu ral  relations with Western Europe, with  Japa n and  with  oth er indu str ial 
ized countr ies.

Yugoslavia’s res ista nce  to Soviet  domination, even before Sta lin ’s death, was  
the first  ma jor  crack in the  Comm unist monolith.  And it  is important to note 
that  .$(595 million  in mi litary  aid and approxima tely  $1.8 billion in economic 
assistance* from the United Sta tes  since 1948 have been imp ortant  fac tors  in 
enabl ing Yugoslavia to mainta in a measure  of independence from Russia.

Poland was  the  firs t Wa rsaw Pact cou ntry  to reduce Soviet domination over 
its intern al affai rs. Romania  has  been pursuin g independent ini tia tiv es  in the  
area  of foreign policy and  has resi sted  what is rega rded  as Soviet  efforts  to 
cur tai l i ts ind us trial development.

The ferment of change and economic reform are  also at  work in other Eastern 
European  countries . Rap id ind ust ria lization has  put  several o f  them  in a be tter 
position to expand rela tions with  the West. They are still  Communists, of 
course, but  they are ne ither ruled from Moscow nor are they  excommunicated 
when they follow independ ent lines.

The Sta lin ist,  mess ianic view of Communist expa nsion  has gra dually given 
way to economic and nat ion al demands. Pr ide  in having the largest space ve
hicles or tal lest smokestac ks is no longer  enough to sat isfy the  asp ira tions of 
many Easte rn Europeans.

While generally , bu t not inevitably , siding with  the  Soviet Union on in ter
nat ional issues, these  Ea st Europeans now are  able  to tak e adv ant age  of the  
present situat ion  to as se rt increased autonomy for  themse lves in thei r domestic  
policies. Although the  fu ture  pa tte rn  of these developments  is not  wholly  clear, 
it seems probable  th at  individual na tional  asp ira tions and mot ivat ions  will 
receive grea ter  emphasis  a t the  expense of rigid  doc trinal formulas . There are 
increasin g indications  th at  Easte rn European countries do not  automatic ally  
toe the  Soviet line. Moreover, thi s line can  no longer be put  out  for  insta nt  
compliance.

In  brief,  developments within  these  nations,  and  between them and the  Soviet  
Union, have created condit ions, a climate, in which expanded trade , cultu ral  
exchanges and  diplomatic ini tia tives are  possible. Splendid opportu nities for  
peaceful engagement are a t han d . . . .

The Western  European cou ntri es have been quicker to gra sp these oppor
tunities, to under stand the  wind s of change , tha n has  the  United State s. As the  
milita ry and p oliti cal con fron tation between  E as t and  West  eased, these coun tries 
moved s tead ily to ease  the res tric tions on tra de  wi th the Eas t. The resul t was not 
only increased trade  be tween the Easte rn and  Western  E uropean coun tries , h ut a 
growing dis parity between  the United  Sta tes  and its major indu str ia l allies in 
regard  to att itu de s tow ard  trade,  controls  on tra de  and participation in trad e.

For  example, American exports  to Ea ste rn Europe, excluding the  U.S.S.R.. in 
1964 were  $193 million.  The comparable figure for  Western Europe  was  $1.9 
billion, nea rly  ten times as grea t. The  same pic ture  is seen with imports—$78 
million to the  U nited  Sta tes  compared with $1.8 bil lion to Western  Europe.

As Joh n Campbell poin ted out in a background paper wr itten  for thi s con
ference, Western Europe’s t rade  w ith the  Sta tes  of Easte rn Europe rem ains  well 
above th at  which it conducts with  the Soviet Union. Fur thermo re, th is Eas tern- 
Western European tra de  is growing as a resu lt of closer mu tua l inte rest s.

At the  same time, well over one-half of the tra de  of each of the  Ea ste rn  
European  countries , wi th the exception of Albania , remains  w ithin the bloc. I t is

♦Includes $1,153 mil lion thro ugh  Food-for-Peace program.
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■also well to note the  f ur ther  limit , or  poten tial , th at  while 20 perc ent of Easte rn Euro pe’s tra de  is with Western Europe,  the  la tte r conducts less than  3 percent of its total with the E ast .. . .
In  some a rea s the  United Sta tes  ha s moved commendably to  modify its  policies, to tak e adv antage  of the  changes going on in Easte rn Europe. We provided mil itary and economic asis tanc e to Yugoslavia af te r th at  cou ntry ’s 1948 brea k with  Moscow. We extended credit s and sold surplus farm commodities tota ling  $51.8 m illion to Poland following  her  “revolut ion” of October 1956. We restored  most- favored-na tion treatm ent to U.S. imports from Poland in 1960. We upgraded the  ran k of our  diplom atic missions to Romania  and Hunga ry in 1966, and  we reduced res tric tions on some 400 non-s trategic items  exported to Easte rn Europe .But our approach  h as been m arred by certa in basic con tradictions, such as  fir st extending, then withdrawing and then extending again , most -favored-nation ♦sta tus to Yugoslavia and  Poland. Perha ps most impor tan t among these contr adictions, though, is the split  between the Exec utive  an d a sizable  block within  the Congress as  to wh at our policy shou ld be.
On the one hand , the Execu tive branch of our  government has  attempted , in at  least a modest way, to encourage peaceful  evolut ion in Easte rn Europe, to *increase  its  wes tward orientat ion, and thus  to reduce the  mi lita ry th re at  to Western Europe.  The goal of these  policies is the gra dual reconcili ation  of Europe,  the rela xat ion  of cold wa r tensions  and  th e reduc tion of Soviet mil itar y presence in the  ea ste rn p ar t of the continent .
On the other hand,  the  Presi dent’s au tho rity to continue on thi s course  has been sharply  challenged and res tric ted  by var ious Congressional  actio ns—by provisions of the  B att le Act, of the  Export Contro l Act, of the  F oreign Assis tance  Act and by riders  to app ropriat ions bills and  to such measures as  the Food-for- Peace program. The bit ter  debate in the  H ouse of Representat ives  lat e las t yea r over thi s la tt er  prog ram is a good cause in point.
The  issue here,  as drawn most sha rply  by Congressman Page Belcher’s recommittal motion, was whether countries which traded  with  Cuba or North Vietnam, even in non-Battl e Act or non-stra tegic  goods, could partic ipa te in rhe Food-for-Peace  program.  The immediate target s were India, which had a minor, though greatly reduced,  trade  in ju te  with  Cuba, and  Yugoslavia, which had sent medica l supplies to N orth  Vietnam.
Alre ady  wr itten  into law was a provision flatly proh ibit ing the  sale  of agricu ltu ral commodities to countrie s that  sell, furnish or permit  their  ships and ai rc ra ft  to ca rry  arms or str ategic  items to or from North Vietnam and  Cuba.Proponen ts of excluding  Yugoslavia  and Ind ia—such as Congressman Findley, a Repub lican from Illinois , Congressman Abbitt , a Democrat from Virginia, and Congressman Dole, a Republican from Kan sas—argued that  it was time to stop coddl ing our  enemies and playing “foots ie” with  those  th at  aid and abe t them.Opponents—including myself. Congressman Bingham, a Democrat  from New York, Congressman Frelinghuysen, a Republican from New Jersey, and Congressman Fra ser , a Democrat from Minnesota—noted th at  r est ric tive safeguards already  existed and th at  this  amendment would even preclude the  United  States , which had shipped drugs  to Ca stro’s Cuba. *Despite the fact  that  at lea st seven of our  NATO allies  had engaged  in more sub stantial tra de  with  North  Vietnam in 1966 tha n had Yugoslavia , the  la tte r was excluded from par tic ipa tion in the Food-for-Peace  program, as it was finally amended  by Congress. The key vote, on Mr. Belcher’s reco mmittal motion, of 306 to 61. with  66 absent, defies label ing it as a Republican vs. Democrat, or 1

Conservative  vs. Liberal clash. The  306 majori ty, however, was made up mainlv of  Republicans and Southern Democrats, while  the  61 in the minority  were alm ost solely Democrats from the N orthern,  East ern  and  Western  S tates . . . .
If  one att aches importance to the ties th at  have  existed between  the  United State s and Yugoslavia since 1948, i f one gives weigh t to the  fact that  Yugoslav ia depended on th e United Sta tes  as  a  source of such commodities, and if one values the  expanding opportunitie s for  increased tra de  and cu ltu ral  relatio ns with  the oth er countries of Eastern Europe, then the Congressional actio n was sho rtsigh ted a nd its  timing most unfo rtunat e.
The  impor tan t poin t I want to make and  stres s, though, is th at  thi s action, qui te con trary to the flexible policy requested by the  Adm inist ration, reflected substantially  held att itu des and  opinions with in the House of Representatives.Pending before the  Congress aga in th is  year is the Pre sid ent’s request to extend  non-discrimina tory ta ri ff  t rea tm en t to the  countries  of E ast ern  E urope in ret urn for  equivalent benefits to  us.
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At the present time, imports from Eastern European countries—other than 
Yugoslavia and Poland—are subject  to the prohibitively high tariffs  tha t were 
in force in 1930. Removal of this  discriminatory feature in our trade relations 
with Eastern Europe would enable these countries to ea rn dollars to buy Ameri
can goods. It  would faci litate  the two-way flow of trad e tha t is characteris tic 
of more normal international relations and would also be a  significant political 
gesture.

The reciprocal benefits we would seek through b ilateral commercial agreements 
would, of course, vary from country to country. In addition to direct trade bene
fits, they might include provisions for the settlement  of commercial disput es; 
the facilita tion of travel  by American businessmen; the protection of United 
States copyrights, technology, and other industria l property  rig ht s; and assu r
ances to prevent trade practices  injurious to United States labor and industry . 
At the same time, the ability  to expand trade  relations would facil itate  our 
efforts to obtain settlement of financial claims and more satisfactory arran ge
ments in cultura l and information programs.

The Congressional battle lines are again clearly drawn, as they are also on 
the Fia t agreement with the Soviet Union.

Congressional criti cs argue that peaceful relations with Eastern Europe add 
strength  to the Communist governments of that area. They argue tha t selling 
them goods and services of any kind will help them solve their  internal  prob
lems : tha t it will make it easier for them to use their  limited resources to  build 
up thei r military power;  and that , in the final analysis, there  is no possibility 
of any lasting settlement or peace in Europe as long as the Communist regimes 
remain. With grea t passion they ask, why should we increase trade  and cultural  
contacts with the Communists when they are aiding our opponents in Vietnam? 
Let me note th at in political terms this is a sticky question.

Congressional supporters, on the other  hand, point out tha t trade provides us 
with an instrument to encourage the movement toward greater national inde
pendence in Eastern Europe. By refusing to trad e we put ourselves in a posture 
of hostility  tha t could be at odds with these developments. Our refusal  to trade  
cannot importantly limit Soviet or sate llite milit ary power, bu t our willingness 
to trad e would be concrete evidence of our belief in constructive and peaceful 
relations.

I do not think we should allow ourselves to be deluded into thinking tha t 
calm and rational debate will resu lt on this  subject. The curren ts of old hostili
ties run deep and strong. They are compounded by the conflict in Vietnam, which 
infects everything it touches.

As Senate Majority Leader Mike Mansfield stated so correctly earli er this 
ye ar :

“It will tes t our wisdom to be able to act with reason and equanimity in spite 
of the fact  tha t the world is moving on, largely indifferent to the conflict in 
Vietnam, and, in some instances, even hostile to it.”

And the Senator continued with this most important observation:
“The fai lure of our efforts for peace in Southeast Asia does not give us leave 

to tu rn off our intelligence and  to turn  back on the possibility of advancing peace 
elsewhere. Indeed, the more the  arrows in Vietnam, the more the urgency of the 
olive branch whenever it can be extended. The antido te to the spread of war 
remains the spread of peace.”

The amount of any expanded trad e we might engage in with Easte rn Europe 
would not be large. It  would certainly  not cause either the demise or the survival 
of any Communist government operating there . Nei ther will our restric tions  deny 
them the commodities and technology they need.

United States trad e w ith the countries of Eastern Europe present ly amounts to 
about one percent of our tota l trade. Removing the existing barr iers  would, of 
course, serve to increase it for there is every indication tha t the Eastern Euro
peans are interes ted in purchasing more from the United States—principally 
machinery, equipment, complete plant s and technical data.

But a basic limitat ion is that  the market in the United States for Eastern 
European exports is small. The foodstuffs, fabrics, timber, coal, machinery and 
metal products they have to offer are in small demand here. In turn. Eastern 
Europe does not have the foreign exchange, the capacity to develop it  nor the 
effective demand for xVmerican products, to become a major market for our 
exports.

The amount of trade,  though, is relative ly unimportant. What  is impor tant 
is the politics of offering trad e or withholding it.
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Our present policy of trade res trai nt denies to American farmers and manufacturers the opportunity to compete for markets in Eastern  Europe. I t restricts our presence and isolates our contacts.
Senator Clark, of  Pennsylvania, noted a fter  his trip  to Euroi>e last year th a t:“It is illogical to talk  about normalizing relations with the Soviet Union and the Eastern European  countries while one aspect of our relations, and it is a crucial one, remains frozen. Trade is, a fter  all, an important medium of communication between countries. It brings in its wake an exchange not  only of information but of i>eople a s well. It  forces countries to inject an element of reason into thei r economies.”
Trade, after all, is a  tactical tool to be used with other policy instruments  for pursuing other national objectives. I t cannot, by itself, settle the major outstanding issues between ourselves and the Communist countr ies of Eastern Europe. But, over time, expanded trade  relations  can help us to influence attitudes and directions in ways th at could contribute to our national  interests.As the President’s Special Committee on U.S .Trade Relations pointed out in April of 1965,
“Properly conceived and wisely administered, a growing t rade with Eas t European nations and the Soviet Union could become a significant and useful device in the pursu it of our national security and welfare and of world peace.”The impor tant point, and the one on which I par t company with what may even be a majori ty of my colleagues in the House of Representative, is tha t we must not be trapped  and frozen by dogma. We cannot afford, for our own welfare and security, to look at the Communist world as an undifferentiated  or monolithic unit.

e must keep our powder dry and deny to the Communist world any trade  or exchange tha t would strengthen its milit ary capabilities. But at the same time we must take  cognizance of the changes tha t have gone on and are  going on today in Eastern  Europe. We must learn to recognize the  differences, as well as the similarities , between these countries. And we must be prepared to use all of the tools at  our command—trade, cultural  exchange and diplomatic initi atives—to effect the economic, social, milita ry and political changes tha t will be in our own national  interest.
This is the challenge tha t the changes in Ea stern Europe presents to us  today. I hope we will move aggressively to accept tha t challenge and fur the r tha t change. . . .
I would like to turn for jus t a minute, in closing, to the immense and baffling problem of German reunification. Ever since my first inspection tr ip to Germany in 1959, as a member of the House Armed Services Committee, I have felt a par ticularly deep and personal concern for the fate  and future of thi s divided nation.One of the many tragedies of the war in Vietnam is tha t it has diverted attention from this fundamental  obstacle dividing East  and West, from this divisive factor preventing normal relations in much of Central Europe. The absence of crisis there today in no way diminishes our pressing need to find a solution. Another Berlin crisis could be ignited tomorrow, or next week, if Moscow planners should decide it  was in the ir strategic  interest, and this  spark could set off the holocaust tha t would destroy civilization as we know it.It is my personal belief tha t the present parti tion can be ended only if the American-Soviet confrontation in Europe can be transformed into cooperation. The often-heard generalities, such as “we must work for the unification of Germany,” have no t and will not bring us much closer to that goal.The practica l step which can be taken now is to use trade  as a political lever—to extend economic cooperation and cultural exchange wherever and whenever it  can be used to increase independence within the bloc and to create closer ties with the West.
If normal relations can be re-established with Easte rn Europe, then the existence of East Germany, as Josef Korbel has  suggested in his review of Zbigniew Brzezinski’s book, “Alternative to Part ition,” becomes an “anachronism” and perhaps even an embarrassment to Moscow.
More than trade , of course, will be needed to achieve this end. Terri toria l claims, and partic ularly the Oder-Neisse boundary, must be settled. In the process West Germany’s close ties with the West must not be jeopardized.But a sta rt can be made. The opportunities for tr ade and exchange and healthy relations  can be pushed at every level. It  is none too early to make such a new effort. . . .
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We stand today at someth ing of a crossroads in our  approach to the  Com
munist world. We can, if we choose, ignore  the encouraging  developments of 
the  last severa l years. We can act  as though they  didn’t exist. We can carry on our 
differences again st individual Communist powers  as if they were stil l pa rt  of 
the  grim monoli th of Sta lin ’s day.

But  if we do, we disr egard perhaps one of the  brig htest chances we have 
yet seen to pull back from the brink of nuc lear  war . We ignore  the  practic al 
possibiliti es of a  s ettlement  of the Germ an problem. We neglec t a real  possib ility 
to build  a more stable  Europe th at  can con trib ute  to a more stab le world.

These possibilities, in my judgment, are simply too gre at to pass by.

» Statement by Hon. Harold R. Collier, a Representative in Congress From
the  State of Illinois

Madam Cha irman, I app reci ate thi s opportu nity  to present my views on the 
subject of East -We st t rade.

« Because of my intere st in thi s subject,  I have  introduced House  Resolution
848, which prov ides  for  c rea ting a Select Committee to study the  impact of East 
West tra de  and ass ista nce  to nat ions which supp ort aggression, directly or in
direc tly. Pending  the esta blishment of such a committee, I welcome the  cur
ren t he arings  by the Com mittee  on Foreign  Affairs.

We who are  members of Congress freq uen tly ar e asked. “Why does a first- 
ra te  power  such as the United Sta tes  find it  so difficult to defeat  a fifth-ra te 
power such as North Vietnam?” In rea lity , the  proposition is not  that  simple.

We are fighting much more than  a fifth-rate  power, as Nor th Vietnam is get
ting sub stantial help  from  both Communist China  and  Communist Russ ia. Al
though Red China may have  its  hands full with domestic  troub les, the Soviet 
Union and  its sa tel lites  are prov iding most of the  weapons, ammunition, planes , 
ships, trucks, missiles, an tia ircr af t bat teri es, ra da r defense  systems , computers,  
gasoline, oil, and oth er items  th at  are being used again t America's fighting men.

Besides  supp lying our  enemies  wi th the  most modern  weapons , the  Soviet 
Union provides technician s who teach them how to use them. Its  skilled per
sonnel tra in s fighter pilots and missile crews. Communist Russian  will spend a billion dol lars  thi s year to aid our adversa ries . Its colonies in Easte rn Europe 
will cont ribu te the ir share, too.

According to the  Moscow newspaper, Izv est iya , tens  of thousands  of tons of 
technical equipment  and  food are shipped to North Vietnam each  month from 
Soviet por ts on the  Black Sea and in the  Far  Eas t. Among the  items carrie d by 
Russia n vessels, which  ope rate  on reg ula r schedules, are  automobiles, tracto rs,  
oil, mineral fer tili zer s, rolled  fer rou s metal,  cables, paper, medical equipment, 
canned  goods, and flour. Por tab le power plants  th at  have  been shipped from 
Russia to Nor th Vietn am can  be used to replace ma jor  gen era ting  sta tions th at  
have been pu t out of commission  by Amer ican bombs.

On November 15, I960, Leonid I. Brezhnev, General Sec reta ry of the  Com- 
* munist  Pa rty  Pol itbu ro, while  speak ing over the  domest ic radio in the  cap ita l

of Bulgar ia, said,  “The all-around aid rend ered  by the Soviet Union and other 
socialis t countries to fighting Vietnam is of concrete effective nature , and  let 
everyone know th at it  will continue. . . . The Bulgarian  Peop le’s Republic, just 
as oth er socialis t state s, is rend ering the  people of Vietnam frat erna l aid in their  
struggle  again st th e im per ial ist aggressor.”

Shortly  there aft er,  on December 1, 1966, Andrey P. Kirilenko, a member of 
the  Poli tuburo. spoke over the Moscow radio , making it clear th at  “The Soviet 
Union . . . will continue to render  ever-growing, all-a round ass istance  to the 
people of Vietnam in their courageous  stru ggl e again st U. S. aggression .”

On the same day, Todor Zhivkov, Bu lga ria 's Pre mier and Fi rs t Sec reta ry of 
its Communist Pa rty , decla red over the Sofia radio th at  “The Bulgarian  govern
ment . . . will continue to extend moral-pol itical  supp ort and ma ter ial  aid to 
the Vietnamese people to bols ter the ir economic and defense cap abi lity .”

Only the  day  before , Hunga rian Premier Gyul la Kalla i said, over Budap est’s 
domest ic radio . “The American adm inistration knows very well . . . th at  
it will be unab le to  normalize rela tion s with  the  European  sociali st countries as 
it is conducting aggression aga inst a socialist, country  in Sou theast  Asia.”

Two days following the  rem arks of Kiri lenko and Zhivkov. Jan os  Kad ar, 
lead er of Hu ngary ’s Communist Pa rty , speaking over the  Bud ape st domest ic 
radio , said. “We are fighting  aga ins t U.S. aggression in Vietnam and will go 
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on helping our Vietnamese brother s until thei r cause is crowned by ultimate victory.”
Czechoslovakia joined the chorus on the day a fter Kadar’s speech. The Prague radio stated that “The entire socialist world has joined forces to provide North Vietnam with  all conceivable assistance—economic, financial, and technical, as well as political, including the Soviet offer to allow volunteers from Czechoslovakia, the Soviet Union, and other socialist countries to go to Vietnam.”Several dozen American planes have been brought down over North Vietnam by Czech rad ar and ant iair cra ft guns. North Vietnam has obtained machine tools, road-building equipment, rails,  coal, an d fertili zers from Russia , electronic products from Eas t Germany, trucks and other vehicles and oil from Romania, electric trucks, steam boilers, cables, insulators, and hydraulic pumps from Bulgaria, and medical supplies from Yugoslavia.
In spite of all the evidence tha t the Soviet Empire and its colonies are providing North Vietnam with the materials of war tha t are being used to kill American men, President Johnson told Congress in las t year ’s State  of the Union address, “We are  determined tha t the Export-Import Bank can allow commercial credits to Poland, Hungary, Bulgaria, and Czechoslovakia, as well as to Romania and Yugoslavia.”
All of these nations  are satelli tes of the Soviet Union. The chief executive also said, “I ask and urge the Congress to help our foreign and commercial trade policies by passing an East-West t rade bill.”
Both as a member of the House of Representatives and as a member of its Committee on Ways and Means, I will speak and work and vote against any legislation tha t would encourage trad e with the nations tha t are furnishing the weapons and the ammunition to kill our men in Vietnam. I do not believe that  very many of the American people wan t to increase commerce with our Communist enemies.
Several years ago. Nikita Khrushchev, then the Soviet dictator, told America, “We will bury yo u!” There was some difference of opinion as to whether he meant tha t the Soviet Empire would destroy America by vanquishing us in a war or whether the Communists would prove their  superiori ty by out-producing the advocates and practitioners of free enterprise.
No matter wha t he meant. I am not in favor  of shipping strategic mater ials to nations tha t are fighting a war against us, directly or by proxy. As fa r as I am concerned, anything tha t the enemy or its allies wants to obtain from us is a strategic material.  Food feeds enemy soldiers. So-called nonstrategic goods tha t the enemy receives from us or from our so-called allies enable him to turn his attention from production of such nonstrategic items to the manufacture of war materiel.
Winning our war against Communist North  Vietnam is more im portan t than all the profits tha t a few shortsighted traders might receive from trading with the enemy.
According to Robert E. Kleberg of the Committee for Economic Development, we would receive little  benefit from trade with Communist nations and would expose the Western world to some or all of the following hazards : An increase in Communist propaganda and subversion in Latin America under the guise of trade; an opening of the trade  barriers which we have attempted  to impose around Cuba; a further  detriment to our balance of payments position as a result of the credits which we would have to extend to Communist countrie s; an increase in the flow of our technical information and know-how to the Communist world.
Let us remember what Khrushchev said, “We value trade  least for economic reasons and most for political reasons.”
The Johnson administration argues tha t if we don’t trade  with the Communists, they will take thei r business elsewhere. James Marine, news editor of radio station KPOL in Los Angeles, answered this argument very persuasively, “If the Communists could . . . get what they want elsewhere, they wouldn't be [wanting] so frantically to deal with us. The fact . . .  is tha t they can’t get the quality, speed of delivery, service, and replacement par ts from anybody else; we make the best and sometimes the only kind of mater ials they need the most, and if they didn’t get them from us, they couldn’t get them any place. They would . . . have to make them themselves, if they could or wanted to.”
Many of the items tha t the Department of Commerce has licensed for  export to the Soviet Union can be used for defense as well as for non-defense. Among
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other things, diethylene glycol is used for explosives and liquid rocket pro pellants ; 
chemical wood pulp is used to make solid rocket fuels; diamond drill hits, which 
nobody else can supply, help produce more oi l; scientific instrum ents measure 
radiation,  airc raft  flight performance, and the quality of sophisticated optics. 
The Department has also licensed exports of computers, computer components, 
and computer replacement parts  (which the Russians admit they cannot dupli
cate) , precision machine tools, jet  airplane engines, rifle-cleaning compounds, 
and chemicals of all kinds.

According to the same Department of Commerce, our East-West trade  in 
1966 netted us only $20 million, against a loss of over $1% billion in our total 
balance of payments. Contrast this with the more than $2 billion tha t we must 
spend each month to prosecute the war in Southeast Asia.

,  Besides enabling them to assis t North Vietnam, our shipments to the Com
munists help them in thei r ballistic-missile and anti-ballistic-missile programs. 
The funds tha t we give or lend to the East  are used to buy rad ar and navigation 
equipment from the West for  insta llation aboard nava l vessels that  Poland builds 
for the Soviet Union. The Skoda Works in Czechoslovakia, which manufac tures

« submachine and  ant iai rcr aft  guns for the Viet Cong, is being gradually refitted
with machine tools that  were manufactured  in America.

Besides helping North Vietnam, Soviet Russ ia is aiding Communist Cuba and 
Communist subversives throughout Africa and Latin  America.

Madam Chairman, instead of continuing to assist the Soviet Union and its 
satellites,  in order tha t they may in turn assist  our enemies, let us strengthen 
the laws tha t are now on the sta tute books, pass whatever  additional legislation 
is necessary, and insist t ha t the executive branch enforce all such laws vigorously, 
relentlessly, and unceasingly.

Again I want to thank the Subcommittee on Europe for its kind invitation 
which enabled me to present my views on the impor tant subject of East-West 
trade. With the permission of the distinguished occupant of the chair, I would 
like to include in the hearings record an article U.S.-Communist Trade, by 
Colonel Samuel F. Clabaugh, which appeared in the July-August, 1967, issue of 
the publication Ordnance. Colonel Clabaugh is a research associate specializing in 
economy strategy with the Center for Strategic  Studies, Georgetown University, 
Washington, D.C. As an ordnance reserve officer on active duty during World 
War II, he was assistan t U.S. milita ry attache in London and liaison officer 
between the U.S. Adminis tration of Export Control and the British Ministry of 
Economic Warfare.
U.S.-Com munist T rade—Our Government Originally Refused To Do Bus iness

Wit h  the R eds on th e Grounds T hat  It W as T rading W it h  the E nemy, but
Later Th is  Was Tolerated as E xpedient, Whi le  Today It I s E mbraced as
Desirable

(By Samuel F. Clabaugh)
The division of the world today is not geographic but geopolitical and geo- 

« economic. When we speak of “the West” we frequently intend to include Japan,
Australia, New Zealand, the Philippines, South Korea, Nationalist China, Thai
land, Malaysia, and perhaps others.

“East-West” has  thus become as much a misnomer fo r the significant flow of 
strategic trade as it has for the ideological conflict. In both trade  and politics, 

* the meaningful designations are—Communist and non-Communist.
Trading with the Communists successively has been rejected, endured, and 

embraced by the United States ever since the Bolsheviks—afte r consolidating the 
gains of the ir October Revolution of 1917—turned to the West for trade, credits, 
and recognition.

This they did while, at the same time, vilifying the “capita lists and im
peria lists”—vowing to overthrow thei r governments and set up Bolshevik rule 
in thei r stead.

The United States was the only government to reject  the proposals outright. 
President Wilson’s Secretary of State , Bainbridge Colby, in replying to an inquiry 
from the I talia n Government, said :

“We cannot recognize, hold official relations  with, or give friendly recogni
tion to the agents of a government which is determined and bound to con
spire against our ins titutions.”

This was a policy soundly based on principle. President Harding followed 
with a demand for the payment of debts and claims. His Administration, and
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thos e of  Co olidge and Hoo ve r which  fo llo wed , to le ra te d  th e tr ade—b u t w it h 
hel d th e cr ed it  and  re co gn iti on  which  th e Bol sh ev ik s so ea ge rly so ug ht .

I f  th e W ils on  po si tion  was  ba se d on pr in cipl e,  po si tion s he ld  duri ng  th e H a rd 
ing , Coolid ge,  an d  Hoo ve r A dm in is tr at io ns  w as  ba se d on  mo ney . The n ca me 
F ra nk li n  Roo se ve lt who, as  Ge orge  Ken na n w ry ly  su gg es ts  in  hi s “R uss ia  an d 
th e W es t,” w as  as li tt le  in te re st ed  in th e princ ip le  inv olve d in re si st ance to 
So viet  th eo ry  on in te rn ati onal a ff a ir s as  he  w as  in co lle ct in g th e  de bt s.  Thu s,  he  
em br ac ed  the  So viet s w ith  reco gn iti on  a nd t ra de .

B ut th e U ni te d S ta te s w ith he ld  long -te rm  cr edit s un ti l W or ld  W ar I I  when 
th e  S ov iet s g ot  som ethi ng  even b ett er— ca lle d Len d Le ase.

A ft er th e w ar ca me anoth er cyc le, from  P re si den t T ru m an 's  re s tr ic ti on  of 
tr ad e  w ith  th e  Com m un is ts  duri ng  th e B er lin  cri si s of  1948-194 9 and  th e  Ko 
re an  w ar to  th e pre se nt A dm in is tr at io n’s em br ac e of  th a t tr ad e  duri ng  th e 
V ie tn am  w ar . *

Con tro ls  w er e re la xed  so m ew ha t in  th e E is en how er  A dm in is tr at io n , fo llo w
in g t he K or ea n w ar .

In  1963 P re si den t Ke nn ed y,  a ft e r prol on ge d pu bl ic  de ba te , ap pr ov ed  th e  sa le  
of  w hea t to th e So viet  bloc , am ou nting in  1963  and 1964 to  $250  mill ion.  B ut he  
did so so m ew ha t ca ut io us ly  and specified  a nu m be r of  co nd iti on s.  M os t of *
th es e he  fina lly  w as  fo rc ed  to  w aiv e.

Fo llo wing th e death  of  P re si den t Ken ne dy , P re si den t Jo hnso n co ntinued  an d 
in tens ifi ed  th e ad vo ca cy  of  ex pa nd ed  tr ade  w ith  th e  Com m un is t na tion s.  “B uild
ing b ridg es  o f f ri endsh ip ,” he  cal le d it.

Cam pa ign sp ee ch es  in  th e el ec tio ns  of 1966  w er e cl im ax ed  on Octo be r 7tl i whe n 
P re si den t Jo hn so n ap pea re d be fo re  th e N at io nal  Con fe renc e of  E d it o ri a l W ri te rs  
in  New York. On  th a t da y th e U ni te d S ta te s em br ac ed  th e pri nci ple  of  tr ad in g  
w ith th e  Com m un is ts  which  fo r 20 yea rs  i t  had  fi rs t re je ct ed , th en  en du re d.

Most of  th e A dm in is tr a ti on’s pr op os al s re pre se n te d  co nc essio ns  of  si gn if ic an t 
bene fit  to  the C om m un is t n at io ns .

Th e Sov ie t’s sc or nf ul re ac tion  to  P re si den t Jo hnso n’s off er of  in cr ea se d tr ade  
an d cre d it  an d o th er co nc essio ns  sh ou ld  have ca us ed  no  su rp ri se . In  Aug us t 
1966 Pre m ie r Kosyg in , in  ad dre ss in g th e Su pr em e So vie t, had  k in d w or ds  fo r 
al l th e nat io ns of  th e  wor ld  ex ce pt  th e U ni ted Sta te s.  He de no un ce d th e 
“A mer ican  aggre ss ors ” an d sa id  th e U ni te d S ta te s w as  “in a po si tio n of  in cr ea s
ing in te rn a ti ona l is o la ti on” and th a t “agg re ss iv e an d m il it a ri st ic  fo rc es  se t th e  
tu ne  in Am er ic an  p ol icy.”

Al l th is  w as  qu ite a prolog ue  fo r th e  P re s id en t’s of fe r 2 m on th s la te r.  Thi s 
w as  th e  dete n te ,” th e “t haw ,” which  some  th in k  ju st if ie s our ex pa ns io n of  
tr ad e  an d c re d it  w ith  th e Co mmun ist s, th e  ne w C on su la r T re aty , and  a ll  th e 
o th er  r ec en t c on cess ions .

On Sep tem be r 15, 1966, th re e  wee ks  bef ore  th e P re si den t’s spe ech, Rad io  
Moscow w as  boas ting t h a t : “T he  in cr ea si ng nu m ber  of  pl an es  sh ot do wn  ov er  
N orth  V ie tn am  po in ts  to  mor e po w er fu l and be tt e r or ga ni ze d an ti -a ir c ra ft  
de fe ns es  . . . th e  Rep ub lic’s step pe d- up  de fe ns e pote ntial  is  la rg el y th e  re su lt  
of  So viet ai d.  . . . The  So vie t Union  has  pl ed ge d to  giv e N orth  V ie tn am  al l the 
ai d it  ne ed s . . .  in th e  fa ce  of  es ca la te d A m er ic an  ag gr es si on .” #

On Octo be r 15t li, a  week a ft e r th e  P re si den t' s speec h, th e Ass oc ia ted P re ss  re 
po rted  fr om  Mo sco w th a t Com m un is t pa rt y  le ad er B re zh ne v had  re je ct ed  th e 
P re si den t’s pr op os al s.

Bre zh ne v sa id  it  w as  a “s tr ange  an d st ubborn  il lu si on” th a t U.S . re la ti ons 
w ith  th e U. S.S.R.  an d th e So vi et  bloc countr ie s “c an  de ve lop  un im pe de d de sp ite «
Amer ican  ag gr es sion  again st  V ie tn am  and  Amer ican  in te rf ere nce  in th e  af fa ir s
of  o th er co untr ie s. ”

I t  wou ld  seem  “a  st ra nge and stub bo rn  il lu si on” on th e p a r t of  m an y to da y 
th a t re la ti ons ca n be  sa id  to hav e im pr ov ed  an d te ns io ns  r el ax ed  whe n th e  So viet 
Un ion is su pport in g  a de ad ly  w ar again st  us  in  V ie tnam , m ain ta in in g  a ba se  in 
Cu ba, an d aid in g so-ca lle d “w ars  o f l ib era ti on” a ro und t he  w or ld .

B it te r den un ci ation  of  th e  U ni te d S ta te s an d th e pr om ise of  an  in cr ea si ng p a rt  
in th e V ie tnam  w ar hav e be en  echo ed  th ro ughout east ern  Eur op e.  Rad io  P ra gue 
sa id  on Dec em be r 4 t l i :

“T he  en ti re  Soc ia li st  w or ld  has jo in ed  fo rc es  to  pr ov id e N or th  V ie tn am  w ith  
al l as si st an ce —eco nomic, fina nc ia l an d te ch nic al —as  we ll as  po li tica l, in cl ud in g 
th e So viet of fe r to al lo w vol unt ee rs  from  Soci al is t co untr ie s to go to  V ie tn am .”

Th e fi rs t te s t of  th e us e of  econom ic st ra te gy  in  th e Co ld W ar ca me in th e 
So viet bl oc ka de  of  B er lin in 1948-19 49. T he  So viet s had  hara ss ed  th e W es te rn



al li es in th e adm in is tr a ti on  of  th e ci ty  from  th e be ginn in g of  th e Occ up at io n 
in  Ju ne 1945.

Ear ly  in 1948 th is  took  th e fo rm  of  tr an sp o rt  re st ri c ti ons in  al li ed  ac ce ss  to  
Ber lin.  The se  w er e gra duall y  in te ns if ied unti l Ju ne  24 th  whe n th e So viet s im 
posed  a co mplete  bloc kade .

T he  ne xt  da y th e a ir li f t be ga n.  I t was  a mag ni fice nt  ac hi ev em en t. I t  en ab le d 
W es t Ber lin  to su rv ive.  B u t it  w as  w or ki ng  no  hard sh ip  on th e So vie ts.

But  when th e al li es  im po sed a co un te rb lo ck ad e— th a t w as  la ng ua ge  th e So viet s 
co uld un der st an d. Th ey  go t th e me ssage. The  co st  w as  too  gre at , an d ev en ts  
mo ved sw if tly .

On F eb ru ar y  4. 1949, th e  W es t im po sed a co un te rb lo ck ad e.  TA SS  re port ed  on 
Apr il 26 th th a t th e  So vi et s w er e w ill in g to li ft  th e bloc ka de , wh ich  had  begu n 
w ith  a se ri es  of  hara ss m en ts  a year ea rl ie r,  if  th e W es t wou ld  li ft  it s bloc ka de  
an d a rr ange for a m ee ting  o f th e fo re ig n m in is te rs .

On May 4. 1949, re p re se n ta ti ves of  th e Big  F our m ee ting  in  New York ag reed  
to  li ft  th e co un te rb lo ck ad e and reco nv en e th e  Co uncil  of  For ei gn  M in is te rs . On 
Ma y 12tli at  12 :fi l a.m . th e bl oc ka de  o f W es t B er lin w as  li ft ed .

The  al lies  had  tr iu m ph ed . I t w as  th e fi rs t an d perh ap s th e gre a te st  vic to ry  of 
th e Cold W ar . I t  w as  no t a tr iu m ph of  c on ci liat io n an d co ncessio n, but a tr iu m ph 
o f  firm  co un te rm ea su re s.  W he n w ar ned  of  t he  d anger  of w ar in  im po sing  c ounte r
m ea su re s.  Gen.  Lew is  D. Clay had  an  answ er  th a t sh ou ld  be rem em be re d to da y :

“When  th e So vi et  Union  w ants  to  s ta r t a w ar , it  won ’t be  dete rr ed  by w ea k
ne ss ."

The  ra m if ic at io ns  of  any st ud y of  tr ad e  w ith th e  Com m un is ts  see m lim itl es s.  
The re fo re , we  ca n id en ti fy  on ly  th e cr uci al  is su es  in th is  co nt ro ve rs y and su g
ge st  som e of  th e co ro llar y an d co ll a te ra l qu es tio ns . The se  cr uci al  is su es  see m to  
b e :

1. W ha t are  pea ce fu l or nonst ra te g ic  goo ds?
2. Is  th er e a det en te  a nd who  a re  t he  p art ic ip an ts ?
3. W ha t of th e ro le  o f o u r a ll ie s in E as t- W es t t ra de?
4. W hat  is  the re la ti on  o f Eas t- W es t tr ad e  to  the  w ar in V ie tn am ?
1. W hat ar e pe ace fu l go ods?  H ar ol d J.  B er m an , of  th e  H arv a rd  Bus in es s 

Schoo l, has w isely sa id  th a t goods are  neit her pe ac ef ul  nor w ar like.  On ly th e 
peop le wh o us e th em  ar e.  Go ods are  in here n tl y  neu tr a l,  an d in  our mod er n te ch 
nolog y an d econom ics , ev er yth in g h as bo th  a  m il it a ry  a nd  civ il ia n a pp lica tion .

I f  we  w er e to  ch oose  on e symbo l of  th e  ad va nce d tech no logy  of  th e pre se nt 
ag e and th e un fo re se ea bl e fu tu re  it  wou ld  do ub tles s be  th e co mpu te r. The  com
pu te r is th e he lm sm an  of  cy be rn et ic s,  an d cy be rn et ic s is  n ow  seen  b y some  So viet 
au th ori ti es as  th e  m ea ns  of  fa c il it a ti n g  th e op tim um  (t h a t is. C om m un is t)  co n
tr o l of  th e co mplex  sy st em  of  st at es , peop les , and re so ur ce s of  th e  w or ld  which  
th e  C om m un is ts  h op e will  re su lt  f ro m  C om m un is t w or ld  d om in at io n.

The  fa c t is  th a t we a re  se ll in g our  co m pu te rs , ad m it te d ly  th e be st  in  th e wo rld , 
to  our advers ari es to  us e again st  us . B ut  co m pu te rs , we  a re  to ld , a re  pe ac ef ul  
goods: so a re  m ac hi ne  to ol s an d ch em ical  p la n ts , an d el ec tron ic  dev ic es; so ar e  
th ey  al l. al l pe ac ef ul  goods.

An d so a re  th ey  al l, a ll  ho no ra bl e men wh o will  no t us e them  again st  us.  W ill 
no t u se  them  a ga in s t us ? The y ar c u sing  th em  ag ain st  u s— now— in V ie tnam .

2. Is  th er e a det en te ?  I th in k  we es ta bli sh ed  in  th e be ginn in g th a t al l of  th e 
U ni te d S ta te s re ce nt co nc es sion s to  th e So viet Union  ha ve  be en  un re qu it ed ; al l 
of  ou r of fe rs rebu ffed . O ur co nc es sion s are  a la ng ua ge  th ey  do n’t be lie ve , re sp ec t, 
or unde rs ta nd .

H er et ofo re  th e  C om m un is ts  w an te d a det en te  in o rd er to ge t t r a d e ; t he  Uni ted 
S ta te s w an te d tr ad e  in  o rd er to  get  a d e te n te ; an d our al li es  w an te d  tr ade, 
pe rio d.

B ut  now  th e  So vi et s have m ad e it  c le ar th a t no  det en te  w ith th e U ni te d S ta te s 
is po ss ib le  a s  long  a s we  a re  in  Vie tnam . The y a re  se ek ing a det en te  w ith  m os t of 
th e  na tions of  Euro pe in an  ef fo rt  to is ola te  th e  U ni te d S ta te s.  T his  has al w ay s 
bee n th e ir  o b je c ti ve ; i t is  now  p a rt ly  ach ieve d.

I t is  sa id  th a t in cr ea se d tr ad e  w ith th e Com m un is ts  wi ll “b ui ld  bri dges ’’ re la x 
tens ions , an d p re ven t w ar . H is to ry  do es  no t su pport  th e  claim of  succ es s fo r th is  
or  an y o th er  fo rm  of  ap pea se m en t of  ag gr es so rs . G re at  B ri ta in  and German y 
w er e tr ad in g  d ir ec tly  up  to  th e outb re ak  of  bo th  W or ld  W ar s.  Th e R uss ia ns were 
su pp ly in g go ods to  G er m an y up  to  Ju ne  21. 1941, th e day  H it le r a tt acked  them .

I t w as  sa id  th e  w heat sa le s to  th e So viet  Un ion  in 1963 wo uld  im pr ov e re la 
tio ns . B ut So viet  p ro pag an da ex pl oi te d th em  as  ev iden ce  of  th e st re ng th  of  th e  
So viet econom y an d de cl ar ed  th a t th e  U ni te d S ta te s m ad e th e sa le s in  an  a tt em pt 
to  st re ngth en  it s  ow n sh ak y fina nc ia l si tu at io n . Bas ed  on p a s t ex pe rien ce s,  th er e-



fore, we may expect the Soviets to doublecross our bridges before we get to them.
Here are some of the recent events and developments which refute the claim of 

a Soviet detente with the United States :
The Communist tricontinental conference in Ha vana; exposure of the wide

spread Soviet espionage network in the NATO countries; the Soviet-Chinese 
agreement on overland transp ort ; the Soviet diplomatic offensive in Western 
Europe, seeking to unite East  and West Europe and isolate the United State s; 
the Soviet boycott of President Johnson’s Water for Peace Conference : the recent 
bitter and false charge by the Soviet representative to the U.N. tha t the U.S. had 
created the so-called financial crisis in the U.N. artif icia lly; the vicious Soviet 
propaganda attac ks on the United States which have markedly increased in recent months.

A recent comparison by Radio Liberty of negative references to the United 
States and China in Pravda for a sample 10-day period is very revealing. For 
example, from September 1 to September 10. 1964, there  were 313 negative  ref
erences to the United States. From October 23, to November 1, I960,, there were 
817. And from Janua ry 4 to January 13, 1967—afte r President Johnson’s October 
speech—there were 1,120. In th is same 10-day period there were only 250 negative 
references to China.

Fur ther evidence of Soviet nondetente is to be found in the support of the Arab 
nations in the war with Is rael ; the ir continued support for Cuba and for “wars 
of liberation” in Africa, Asia, and Latin America; the violent, insulting and re
peated rejection and rebuff of President Johnson’s proposed concessions ; the call 
for a world conference of Communist nations, including China, fo r the “defeat 
of the American adventure  in Vietnam” ; and the  harassment of the United States 
Seventh Fleet by Soviet trawlers and warships.

Senator Lausche (D., Ohio) recently challenged his fellow Senators: “Show 
me one single step, one meaningful step the Soviet Union has taken towards a detente.” No takers.

3. The role of our allien in  East-West trade. From the beginning of the Cold 
War the issue in trading with the Communists was one of long-term security 
versus short-term commercial profits. From the  s tar t of the Cold War. or a t least 
from the beginning of their rehabilitat ion under the Marshall Plan, our European 
allies—with the United States providing thei r long-term security—opted for  the short-term commercial profits.

It may be said tha t they have eaten the cake of profit in t rade with the Com
munists and have had the cake, too, of defense by the United States.

The NATO nations have failed to adjust to the fac t that the Communist nations 
prefer political and economic subversion, guer rilla warfare , and terr orist tactics 
to conventional war. The United States and the other NATO nations have been 
preoccupied with the unrealistic  mult ilateral nuclear force and military strategy 
for a war tha t probably will never be fought, instead of using thei r economic power in the war now being fought.

The penalties of the Battle  Act, due to i ts escape clauses, were never applied. 
The multination Coordinating Committee (COCOM) was completely ineffective. 
Established in 1950, it  was not based on any formal treaty  or ch arte r and was not par t of any other in ternat ional organization.

The United States, in spite of it s t remendous bargaining leverage, was unable 
to bring its a llies to cooperate in an  effective coordinated strategy, and the record 
indicates that i t made no serious effort to do so.

The argument that, if we don’t sell to the Communists, our allies will, is of 
doubtful moral validity. Implicit in th is argument is an admission tha t otherwise it would be wrong.

Furthermore, when a Briti sh company was bidding recently on a huge $28- 
million fertilizer plan t for Cuba, the London press was unanimous in predicting 
tha t it would be successful because the  other  nations tha t could provide such a plant were reluctant to violate the OAS embargo aga inst Cuba.

In other words, instead of saying, “If we don’t, others  will” this time they 
were saying. “If  others don’t, we will.” Which proves that consistency is no hobgoblin to the Briti sh mind.

When a strong protest was made in some quar ters in the United States and 
the State Department administered a mild rebuke, the London Economist asked 
why we should object to this sale when we are encouraging trade with Eastern Europe. T ouche!

4. The war in Vietnam. Finally  we come to the question of making concessions 
to and trading with the Communists while we are fighting them in Vietnam.
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Waiv ing argument on all the oth er issues—the allegedly peaceful goods, the 
nonexis tent  deten te, “peaceful coexis tence,” “peaceful engagement,” “build ing 
bridges,” and all the  other shibboleths , the unanswerable , insurmountable, and 
unforgivab le fac t is th at  Soviet arm s are  killing our  men in Vietnam.

The Soviets say, honestly for  once, th at  the re can be no detente as  long as we 
are  in Vietnam. We should be as honest  and as positive in saying that  the re can 
be no de tente and no tr ade as long a s they a re  there.

Collective embargo, preclusive  buying, and finally, if necessary, blockade— 
these should  have been our firs t measures to con tain  Communism in Vietnam or 
anywhere else. Ins tea d of pouring  goods into  the  Soviet bloc, we should be stop
ping the Soviet goods moving in to Haiphong.

Per hap s never  before in his tory has  a nat ion  at  wa r permit ted  the enemy to 
import all manner of arms,  amm unition, and  implements o f war—MiG’s and mis- 

» siles, mines and mortars, mi litary  vehicles  and  petro leum products—if it had
the  power to prevent it. And al l of thi s while  the  most  powerfu l navy  in his tory  
stood by.

Blockade  is a b elligerent ’s r igh t, if properly declared and  enforced . The natio n 
th at  atte mp ts to violate the blockade i s th e one which viola tes int ern ational law. 

1 But  if our allies  or othe r non-Communist nat ions fear  the consequences of a
blockade, let  them join  us in res tric tion ra ther  tha n expansion  of trade  with  
the  Communist nations.  Control of its  trade  is the  sovereign right of every 
natio n. It  is nonprovocative b ut highly persuas ive.

The re are  other nonviolent mea sure s for  ending  th is wa r and they are  based 
on control of tra de  between non-Communist and Communist nations.

It  can be argu ed th at  whenever a nat ion has  a sup erio rity  of both economic 
and milita ry power  it may use its economic power  withou t resort  to mil itar y 
force. Professo r Frank Trager in 1963 said we could have purchased the gra in 
Canada then  sold to China for  $300 million. If  th at  looked like a good bargain 
then such a buy is a much be tte r bargain today—'about the cost of three day s’ 
fighting in Vietnam. Besides that,  we need  th e gr ain  now to make good our reserve 
deficit. W hat  an opportun ity f or preclu sive buying !

We are  fighting a wa r of at tri tio n in Sou thea st Asia—our at tri tio n—when we 
could reverse the  process by the exercise of our  soverign rights  and economic 
power.

I t’s costing us, besides the  $30 to $40 billion a year , thousands  of casualt ies.  
I t’s costing  the  Soviet bloc $1 billion a yea r and no casualties. Why should  they 
want to end it?

Blockade may be the  only rea list ic course  lef t to us. It  is more humane than 
bombing or any of the  weapons of war.  It  might make possible  a deescalat ion of 
the  bombing.

Blockade is not  irre vocable or irrem ediable. The damage it does can  be stopped 
at  any time. Indeed it  can be prevente d enti rely . Blockade is prevention,  not de
stru ctio n ; it is defense , not  aggression. It  is re str aint—restr aint  of an adversa ry 
and restr aint  in the  use of a nati on ’s power.

Blockade in peace seeks to p reserve the  p eace ; blockade in war seeks to imp air 
the  enemy’s abili ty to continue the  war.

* The effect of blockade is cumulative—an  automatica lly escalat ing pressure  th at
puts a premium on ear ly nego tiat ion and  a resum ption of trade  between the 
ers twh ile belligerents .

Blockade was the  strategy th at  made the  Pax Br itannica  possible in the  nine- 
teen th centu ry. It s use might make  a Pax Amer icana possible in the  twentie th 
century.

The Pre sident  said  in award ing  a medal  posthumously to an American hero 
killed  by a grenade :

“The question th at  haunts  me today should concern  every American. It  is  t h is : 
Was  t ha t grenade on one of the  trucks  or one of the tra ins or one of the sampans 
th at  we let pass  unmolested  during those  37 days  [of a pause in the bombing]?”

The P res ident’s po int was well taken. But  a gre ate r quest ion that  should haunt 
every U.S. citizen  is how many  of the  8.000 Americans killed  in Vietnam to the 
date of the Pre sident ’s trib ute  were killed by weapons or ammunition allowed  to 
pass  unmoles ted thro ugh  the Po rt of Haiphong? Many of them, perhaps most of 
them, died as  a re sul t of such weapons.

Should the United Sta tes  tra de  with  the  Communist nat ions today  while  they 
are striving to conquer free  nat ions throug hou t the world  by force and  sub
version? Or should we adopt the  policy of the Wilson Admin istration that  doing 
business w ith the enemy is unthinkable?

To many, many Amer icans the  answer  is se lf-evident.



Sta tem ent  of t h e  H o n . T hom as B. Cu r t is , a R ep res en ta ti ve in  Con gr es s 
F rom  t h e  Sta te  of M is so u r i

Mr s. Ke lly  and mem be rs  of  the Su bc om mitt ee , th ank  you fo r th e opport unity  to 
pre se nt  he re  my  view s on th e co ntr ov er si al  su bje ct  of  tr ad e  w ith th e Com m un is t 
co un tr ie s.  Thi s is ve ry  im port an t work,  fo r a nu m ber  of  reas on s.

F ir st , th e su bj ec t it se lf  is a high ly  co ntr over si al  one, as  y ou  k now, an d de se rv es  
open  di sc us sion  in  th e pu bl ic  fo ru m  of  th e Con gr es s and it s Co mmittee s. Sec ond, 
it  is a  su bj ec t on which  th e Con gres s it se lf  is  loosely  or ga ni ze d,  which  is one 
re as on  wh y 1 ha ve  ac ce pt ed  you r ki nd  in vit at io n  to appear he re.

My po in t is  th is : re sp on sibi li ty  fo r U.S.  tr a d e  an d co mmercial  po lic y w ith  
Com mun ist  countr ie s is se par at ed  am on g se ver al  Hou se  st an din g co mm itt ee s.  
The  W ay s an d M ea ns  Com mittee  has  th e re sp onsi bil ity  fo r se tt in g  ta ri ff s,  an d 
wou ld be  th e le gis la tive fo ru m  in which  a b il l to ex te nd “m os t- fa vo re d- na tion ” 
tr ea tm en t to  th es e co un tr ie s wo uld be  he ar d. T he  For ei gn  A ffai rs  Com m itt ee  has  
th e “ B at tl e Act”, or th e M ut ua l Defen se  A ss is ta nc e Con tro l Act  of 1951, wh ich  
au th ori ze s th e S ta te  D ep ar tm en t to co nt ro l ex port s to  nat io ns th re ate n in g  the 
se cu ri ty  of  th e  U ni te d Sta te s,  and  au th ori zes U ni ted S ta te s part ic ip ati on  in the 
15-member  COCO M (C oo rd in at in g C om m it te e) , th e org an iz at io n th a t m ain ta in s 
th e ag reed -u po n li st  of  st ra te g ic  it em s th a t th e  mem be rs  w ill  no t ex po rt  to  Com
m un is t co un tr ie s.  In  addit io n  to th e B att le  A ct,  of  co urse , th e For ei gn  A ss is tanc e 
Ac t co nt ai ns  pr ov is io ns  ha vi ng  to do w ith co mm er ci al  re la ti ons w ith  Com mun ist  
co un tr ie s.

Bes ides  th e "Ways and Means  Com m itt ee  and  th e For ei gn  Affai rs  Co mmittee , 
th e  Ban ki ng  and  C ur re nc y Com m itt ee  al so  has ju ri sd ic ti on  th ro ugh th e  E xport  
Con tro l Ac t of  1949. T hi s Act is th e  P re s id en t’s au th o ri ty  to  co nt ro l export s of 
st ra te g ic  goods th ro ugh our  ex te ns iv e ex port  lic en sing  syste m. The  E xport  Co n
tr o l Act th us pr ov id es  th e au th o ri ty  under whi ch  th e P re si den t im pl em en ts  ou r 
COCOM ag re em en ts  on st ra te g ic  ite ms,  th ou gh  th e COCOM li s t is fa r  sh ort er 
th an  th e U.S.  export  c on trol  li st.

H er e is a c le ar ca se  of  ba d p la nni ng  by Co ng ress . I t  is  o« r re sp onsi bil ity to 
co nt ro l an d co ord in at e o u r own wor k flow. In  th is  ca se  we  di d not do so, an d 
w ithout reas on , it  wou ld  seem . In  a m em or an du m  ad dre ss ed  to  me  dat ed  Apr il 
26. 1966. th e L eg is la tive Ref er en ce  Se rv ice of  th e  L ib ra ry  of  Con gr es s sa id : 
“We And no th in g in  th e le gi sl at iv e h is to ry  of  th es e m ea su re s which  dir ec tly  
an sw er s yo ur  in quir y  as  to  why  th ey  w er en ’t in te gra te d , wh y th e ir  pr ov is io ns  
see m du pl ic at iv e and  why  th ey  w er e as si gned  to  d if fe re nt co m m it tees .”

Th e prob lem of  ov er la pp in g ju ri sd ic ti ons do es  not  en d w ith  th e  th re e  co m m it
te es  I ha ve  na med . Of  th e  20 co m m itt ee s of  th e  H ou se  (16 in  th e  Sen at e)  th ere  
a re  abou t 15 who se  ju ri sd ic ti ons in a t  le ast  som e way  incl ud e fo re ig n econom ic 
policy.

A part ia l ac co un ting wo uld of  co ur se  in cl ud e th e For ei gn  A ffai rs  Com m itt ee  if  
on ly  be ca us e of  it s Eas t- W es t tr a d e  ro le,  th e  B an ki ng and  C ur re ncy  Com m itt ee  
fo r it s wo rk in th e  fie ld of  ex port  fin an cing  an d in te rn ati onal m onet ar y pr ob 
lem s, th e A gri cu lt ure  Com mitt ee  fo r it s ju ri sd ic ti on  ov er  P.L . 480, th e  su gar 
quota  pr og ra m, an d th e  co tto n te x ti le s quota  pr og ra m , th e  Ju d ic ia ry  Com m itt ee  
fo r it s ro le in in te rn a ti ona l an ti -t ru st , p a te n t and co py righ t prob lems, an d th e 
Edu ca tion  an d Lab or  Com mittee  fo r it s peri phera l au th o ri ty  in  th e  a re a  of  fa ir  
la bo r st andard s,  and in th e In te rn a ti ona l L ab or O rg an iz at io n.

Th e st ru c tu re  of  Con gress now pr ov id es  no  fo rm al  m ea ns  fo r br in gi ng t oget her  
th es e co m m it tees  to  co or din at e th e ir  ap pro ac hes  to  fo re ig n econom ic pr og ra m s.

Coo rd in at ed  Con gr es sion al  wor k in th e fo re ig n econom ic fie ld de pe nd s on 
Con gres s it se lf . On e of  th e  st re ng th s of  Con gr es s is it s fle xibi lit y.  It  ca n cre ate  
it s own ta sk  fo rc es , ad  hoc  or co nt in ui ng , in cl ud in g mem be rs  of  Con gr es s fro m 
al l th e  re le van t co mmitt ee s,  to  pr op er ly  sy nt he si ze  Con gr es sion al  w or k on th e 
br oa d ra nge  of  fo re ig n eco nomic is su es  in  which  so m an y of  it s  c om m it te es  ha ve  
a part . C er ta in ly  Con gres s sh ou ld  it se lf  ta ke  su ch  step s as a re  ne ce ss ar y to do 
we ll it s own wor k in  th is  i m port an t field.

So I wo uld  her e rec om men d th a t Con gr es s it se lf  undert ake  to  c re a te  be tt e r 
pr oc ed ur es  to  co ord in at e it s wor k in th e a re a  of  tr ad e  an d oth er co m m er ci al  
con tr ac ts  w ith th e  C om mun ist  c ou nt ri es .

POLIT IC A L CONS ID ER ATI ONS

I f  I ma y, I wou ld  like  now  to mo ve on to  som e of  th e eco nomic co ns id er at io ns 
th a t I co ns id er  im po rt an t.  In  do ing so I do no t wish to  ig no re  th e  pol it ic al  
as pe ct s of  th e  "E as t- W es t tr a d e ” prob lem . The se  cer ta in ly  a re  im port an t,  in-
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de ed , perh ap s ev en  ov er ridi ng . On th e poli ti ca l side  of  th e qu es tion  som e ha ve  
m ad e st ro ng  ar gum ents  th a t th e  ob ject ive of  ex pa nd ed  E as t- W es t co mmercial  
in te rc ours e  is  ju st if ie d  if  on ly  on th e ba si s th a t it  w ill  re du ce  su sp ic ions , te n 
sio ns , and  fr ic ti ons th a t ca n sp il l ov er  in to  vio len ce , th er eb y re du ci ng  th e  h azard  
of  a  gen er al  w ar , and  th a t su ch  co mmercial  co nta cts  wou ld prov e w orthw hi le  
ev en  if  th ey  ha d no  influ ence  w hate ver on th e  in te rn a l econ om ic  po lic ies  of  th e 
C om m un is t co un tr ie s.

B u t th is  is  not  th e  qu es tio n I am  her e to  ad dr es s.  In st ead , I wou ld  leav e th is  
po li ti ca l,  es se nt ia lly fo re ig n po lic y qu es tio n to  th os e in  Con gr es s wh o pr op er ly  
de al  w ith  fo re ig n aff ai rs , lik e yo ur se lves . My in te re st  is  th e  econom ic as pec t of  
th e  tr ad e  qu es tio n,  an d my obj ec tive  he re  will  th ere fo re  be  to  ex po se  some  eco 
no mic  prob lems which  may  hav e a ve ry  im port an t bea ri ng  on you r de cision s in 
th e fo re ig n pol icy  are a.

9
ECONOM IC POLICY CON SIDERA TIONS

In  sp ite of  co ns id er ab le  pro pag an da to  th e contr ar y , I  wou ld  sa y th a t,  on 
ba la nc e,  U.S . co mm er ci al  in te re s t in “E as t- W es t” tr ad e  is  re la ti vel y  sm all . The

4 B att le  Ac t R ep ort  fo r 1966 in d ic ate s th a t to ta l “f re e w orld” ex por ts  to  al l Com
m unis t na tions (i ncl udin g N or th  Kor ea  and N or th  V ie tnam  but ex clud in g Cub a)  
w as  .$5.6 bi lli on  in 1963, an  in cr ea se  of  $419 mill ion ov er  1962. In  1961 th is  fig ure 
w as  $6.8 bi lli on , in 1965 it  w as  $7.5 bi lli on , an d in 1966 i t  w as  $8 bil lio n.

T ota l fr ee  w or ld  im po rt s fr om  al l Com m un is t co untr ie s in 1963 ac co rd in g to  
th e  1966 B att le  Act  R ep ort  w er e $6.2 bil lio n,  an  in cr ea se  of $.7 bi lli on  ov er  1962. 
In  1964 to ta l fr ee  w or ld  im port s w er e $7 bi lli on , in 1965 $7.8 bi lli on , an d in 1966 
$8.3  bi lli on .

The  tr ad e  of  a ll  15 C oor di nat in g Com m itt ee  (COC OM ) mem be rs  has m ai n
ta in ed  a st ab le  sh are  of  to ta l fr ee  wor ld  tr ad e  w ith Com m un is t co un tr ie s.  (In 
th e  export  sid e, COCO M m em be rs ’ sh ar e of  tr ad e  has fl uct uat ed  ar ound  59%  
of  to ta l fr ee  w or ld  export  tra<je  w ith  th e E ast  sin ce  1959. On th e im po rt  sid e, 
it  has av er ag ed  about 47%  of  th e to ta l sin ce  1959. So— w hi le  COCOM mem be rs  
ha ve  in cr ea se d th e do ll ar val ue of  th e ir  export s from  th e  E ast from  about $1.86 
bi lli on  in  1959 to  about $3.7 bi lli on  in  1965, and th e ir  im port s from  $1.9 bi lli on  in 
1959  to  $3.9 bi lli on  in  1965, th e ir  sh are  of  th e gr ow th  has been  stab le , th ou gh  I 
w ill  show  la te r th a t Eur op ea n  COCOM m em be rs ’ sh are  of  tr ade  has  de cr ea se d.  
F u ll  tr ade  da ta  fo r 11X56 a re  no t ye t av ai la ble  be ca us e th e  B att le  Ac t Rep or t ha s 
no t y et  be en p ub lis he d.

W hat is  th e re le va nc e of  th es e d a ta ?  In  co m pa riso n w ith U.S . export s fo r 19(56 
of  $29.2 bi lli on , and im po rt s of  $25.5 bi lli on , COCOM m em be rs ’ ex po rt -im po rt  
tr ad e  w ith th e E ast is  ve ry  sm al l, ind ee d. In  re la ti on  to  th e gro w th  of  mo st 
nati ons’ GN P and tr ad e  duri ng  th e pe riod  sin ce  1959 th e vo lume of  in dust ri a l 
COCO M tr ade  w ith th e E a s t is  n ot  im po rt an t.

THE TRADE POT ENTIA L

I f  you ac ce pt  th e arg um en t th a t th e pr es en t U.S. econom ic st ak e is  sm al l, then  
« th e qu es tion  i s : “how  la rg e is  the  p o te n ti a l? ”

Man y la rg e,  w el l-m an ag ed  U.S . fir ms w ith  e xt en si ve  i n te rn a ti ona l undert ak in gs 
and  a wide kn ow led ge  of  w or ld  co mm ercial  co nd it io ns  an d opport unit ie s ha ve  
de cide d th a t ex pa nded  U.S . tr ad e  w ith  Com m un is t co untr ie s is de si ra ble  f o r com
m er ci al  as  we ll as poli ti ca l re as on s.  A t le as t one wou ld  th in k  so if  ad vi se d by

* ce rt a in  bu sine ss m en  as  t hey  a re  r ep re se nte d  by bu si nes s org an iz at io ns su ch  a s th e
U.S.  Cha m be r of  Co mmerce  an d th e U.S . Cou nc il of  th e  In te rn a ti ona l Cha m be r 
o f  Co mm erc e. An d, of  co ur e,  th e “M il le r R eport ” to  th e  P re si den t ex pr es se s th is  
view.

Large , he av y m anufa ctu ri ng  fir ms do see th e op por tu ni ty  fo r on e- sh ot  de al s 
w or th  se ve ra l m il lion s of  do llar s.  O th er  fir ms see wide opport unit ie s fo r ta k in g  
advan ta ge of  la te n t m ark ets  fo r cert a in  ty pe s o f c on su m er  p ro du ct s.

Of  th e fi rs t type , th e  p la n t sa le  is a good ex am ple.  The  co mpa ny  th a t ca n land  
a $79 mill ion con tr ac t to  const ru ct a p la n t not  on ly  ca n m ak e a ha nd so m e in it ia l 
pr of it but ge ts  i n good p os it io n to  r ea p  t he  f ru it s  o f f u tu re  d ea ls . F o r cert a in  firms  
th es e ty pe s of  pri ze s cert a in ly  see m wel l w orth  co m pe tin g for.

Of  th e  seco nd  type , an  outb oar d  m ot or  m an u fa c tu re r wh om  I m et  in  Bru ss el s,  
duri ng  m y tr ip  th ere  la s t y ear in re la ti on  to  th e Ken ne dy  Rou nd  neg ot ia tion s,  is  
a goo d ex am pl e.  H ea d of  a B el gi an  su bsi d ia ry  of  a U.S . firm,  his  in te re st  w as  in 
se ll in g ou tb oar d  m ot or s to  the  st at e- ow ne d re so rt s in  th e  B la ck  Sea. H is  ea ge rn es s 
to  ta ke  advanta ge of  th is  une xp lo ited  m ark et w as  g re a t inde ed . C le ar ly  he  had
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found an area where the Soviet Union and perhaps Bulgaria and Rumania might want to buy consumer items and where there was also a chance th at sales could actual ly he consummated. It  is from such European subsidiaries of U.S. firms tha t much of the incentive for increased trade  with Communist countries apparently comes. This impression was substantiated by the President of the Chase Manhattan  Bank in Frankfurt , who as a banker and a leading figure among the  American Chambers of Commerce in Europe had a very good grasp of the asp irations of U.S.-related firms operating in Europe.
an  estim a te  of  t h e  re al  poten ti a l

In spite of the desire of many U.S. firms to engage in trade  with the East, and thei r belief tha t it can be profitable, I am led to examine what  the real possibilities for increased two-way trade might be.A number of factors appear to inhibit increased U.S. sales of both types of products. The nature of Communist economic systems prevents free exchanges of goods and capital. I like to use in this respect a metaphor comparing oil and water. In the metaphor, then, increasing East-West trade  withou t resorting to stric t b ilatera l controls is a problem of mixing the oil of the Communist system with the water of free enterprise.In the case of Austria, for example, trade  with the Eas t is controlled and bilateral ly balanced yearly in dol lar units of account. Even trade  between Br itain and East European countries is bilate rally balanced though not strictly.To quote an artic le by Maurice Ern st in a 1966 study for the Joint Economic Committee titled  New Directions in the Soviet Economy, “The application of Soviet type policies and institutions in Eastern  Europe had interre lated effects on the domestic use of resources and on foreign trade opportunities. Trade  opportunities were to some extent limited by Western controls, but Soviet and Eastern European policies were much more important limitations.”
WIL L TH E  EA STER N CO UN TR IES CH AN GE ?

Now the question becomes, will, and how fas t will, the Communist countries change their state t rading systems to reflect the image of fr ee m arket economies?Among the Eastern  European countries, the reorientation of economic planning toward grea ter freedom from bureaucrat  managers has developed slowly in the past two or three years. Formerly, as in the Soviet economy, the stress in economic planning was on politically determined ou tput targets and on materials  balances. A host of economic inefficiencies stemmed naturally  from such “command economies.” Now, however, a t le ast according to Ernst, we are told tha t the desire to develop the branches of production for which the economy will be best suited in the long run, to use modern technology, and to compete in world marke ts has at least partly replaced the early drive to increase the quality  of production at all costs. For the Soviet Union this  theme is evident in the dra ft five year plan presented in February 1966. In spite of these developments, scholars of Eastern economies conclude that, while try ing to make plans more rational and management more flexible, the Communist regimes have tried  to avoid any real loss of state control over the ir economies.In the Soviet Union change will probably be a good deal slower than in East Europe. There, at least according to H ertha W. Heiss in The Soviet Union in the World Market for the Joint  Economic Committee 1966 studies, in spite of a growing awareness of the potential  of foreign trade  as an instrum ent of foreign policy, “foreign trade remains a small par t of overall Soviet economic activity and its basic economic function in the Soviet scheme of things has remained essentially unchanged. That is, the procurement from abroad of goods needed for plan fulfillment, when they are not available domestically, with exi>orts thus primari ly serving the  purpose of financing necessary imports.”
SOVIET CONTROL OF IT S FOREIGN NEIGH RORS

Cue of the topics of interest to me when in Europe in December 1966 was the economic relationships between the Soviet Union and its former “satel lites”, and I would like to express my conclusions briefly here. It  would seem tha t one result  of the centrally  planned economies of East  Europe and the Soviet Union was tha t the Council for Mutual Economic Assistance (COMECON), which has been considered an instrument of economic control by the  U.S.S.R., never really worked. None of the European members would accept the kind of supranational planning that  was required were coordinated intra-bloc specialization actually
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to be realized, in spite of a lot of persuasion  by Khrushchev. But, of course, to 
say th at  because COMECON was  ineffective as a means  of intra -bloc  economic 
cooperation and is now a dead le tte r is no argument th at  th ere  is new “freedom” 
within  Easte rn economies. Ins tea d of sup ran ational control the re is strong 
nat ion al economic planning, even though th at  planning may now be beg inning  to  
ope rate  through market-economy devices. I have seen used the term “ma rke t 
socia lism”. This  may be appl icable to most of the Easte rn Euro pean  countrie s 
because ownersh ip of  the means of production  remains  in the state .

Ins tead of economic domination through  a planning  organiz ation like COME
CON, is it more likely  th at  the Soviet Union has  achieved a measure  of control, 
and  at  the same time perhaps a measure  of bondage, thro ugh  the expansion of 
its raw mater ials tra de  with  the  Easte rn European Communists? In 1963, the

» U.S.S.R. supplied nea rly  100% of the ar ea ’s net imports of ma ter ial s and fuels,
compared with two-thi rds in 1960 and only 40% in 1955. The Soviet exchange 
of ind ustrial ma ter ial s and  food for  mach inery and  equipment, the larg est  
element of Soviet imports, is certa inly profitable when the mach inery  and equip 
ment embodies adva nced technology that  the  U.S.S.R. can produce only with 
difficulty, if at  all. This  exchange may not be profitable , however, when the 
impo rts consist of ord ina ry machinery and  eqiupment. which embody the same 
general  level of technology ava ilab le from Soviet production.  According to Dr. 
Ern st, most Soviet mach inery  imports  from Easte rn Europe probably are of 
the la tte r type.

One reaso n I mention thi s two-way relatio nsh ip is that  it poin ts out an ave
nue of  strategy th at  is at  least inte llec tual ly bem using: an aggressive  strategy 
of tra de  wa rfa re th at  would entai l U.S. willingness to supply  to selected East 
European  countrie s ind ustrial raw  ma ter ial s at  delivered prices less than  those 
charged by the Soviet  Union, and  to stand  willing to purchase  those  cou ntr ies’ 
ind ust ria l ma nufac turers  were  the Soviet Union willing to cont inue purc hasing 
them. However, in a time when U.S. policy is aimed a t “detente”, such an 
aggressive policy would no d oubt  be considered inappropria te.

HEAL CHANGE HA S BEEN SL IG HT , AND THE PROSPECTS FOR INCREASED TWO -WA Y 
TRADE ARE NOT ENCOURAGING

But the essentia l poin t I wish  to make is th at  to da te change in the  economies 
of Easte rn countrie s ha s been qui te slight . It  is a direction we probably want 
to encou rage them to pursue, bu t we must not be deluded by it—state ownership 
prevai ls and  comprehensive planning will continue. Like the  mercantilis ts, Ea st
ern economic and polit ical planne rs cons ider tra de  large ly a means of increasin g 
sta te  power.

Unt il Easte rn economies so reo rient thei r production as  to be able to produce 
economically and well produc ts they  ca n sell for  hard currencies , the re is a ppar
ent ly lit tle  prospect  th at  rea lly mean ingful two-way tra de  with  the West can 
grow. This i s o f cou rse precisely the  arg ument  now being used to allow a selected 
few actual  productio n ind ust ries in Ea st Euro pean  cou ntr ies  to deal dire ctly in 
foreig n m arkets  ra th er  than  to deal  th rough foreign tra de  organ izat ions (FT O’s),  
the agencies  th at  are mostly responsib le for  foreign t rade.

By deal ing in “ma rkets ” (th e free world economy) it is thought  th at  these 
indust ries will develop competit ive lines of prod ucts  th at  will enable  greater  
sales, greater  hard currency earn ings , greater  purchases of badly needed indus
tr ia l goods, and more rapid economic development .

So we can  see th at  East ern  coun trie s’ abi lity  to buy is limi ted by many factors . 
It  is limited by th e abi lity  to compete and sell in w orld markets , which is l imite d 
by the  very na ture  of Communist economic o rgan ization. And, most importantly , 
it i s limited by the abil ity  to pay w ith currencies and  gold.

TH E EAS TER N COUNTRIES ’ ABILITY TO PAY

About, the abi lity  of the  Soviet Union to purcha se with  hard currencies the re 
has  been much discuss ion. This discussion is important here because, no ma tte r 
how Western countries’ cr ed it policies differ, the  actual  abi lity  of Easte rn coun
tri es  to pay with  ha rd  cur rencies  will be the  ult imate  limita tion on purchases 
from the West, and  the refo re on increased  two-way trad e.

I t would seem th at  the Soviet Union has  lim ited hard reserves. It s tradit ion ally 
favorable balan ce of trade  reve rsed  in 1961 w ith a deficit of $55 million, larg ely 
because  of larg e purchases  of U.S. grain . The deficit on tra de  accou nt is not 
likely to be offset on cap ita l acco unt because of the  dra in of the  Soviet foreig n
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fiid  pr og ra m s,  th ou gh  su ch  d a ta  seem  di ffi cu lt to  ob ta in . U.S.S .R. ab il ity  to  pr odu ce  go ld is  sa id  to  be mu ch le ss  th an  som e, part ic u la rl y  in th e  Lo ndon  bu llion  m ar ket , ha ve  be lie ved. I di sc us se d th is  m att e r a t  som e le ng th  w ith officers  of th e U.S. Em ba ss y in P ari s w he re  th e U.S . st a ti ons it s re p re se n ta ti ves to th e COOOM. who  ass u re d  me th a t th e  U.S.  view  th a t th e So viet s a re  not re al ly  so  ri ch  i n go ld no w p re vai ls  a t le ast  amon g NATO me mb ers .In  view of  th is  si tu ati on , So viet  in te re st  in  long -te rm  cr edit s from  th e W es t is  cl ea r.  I t al so  ex pla in s th e m or e co nse rv at iv e So viet ap pr oa ch  to  us e of  sh or t an d med ium te rm  cre d it s an d to  pu rc ha se s fr om  th e  W es t in ge ne ra l w hi ch  ha s been  es pe ci al ly  ev id en t sinc e K hru sh ch ev ’s ou st er . Thi s re tice nc e to sp en d hard  cu rr en ci es  and se ll  go ld w ith  ab an don  re su lt s from  a st ro ng  So viet des ir e fo r au tono my.  I unders ta nd  th e So viet Un ion  tr ie s  to  ke ep  hard  cu rr en cy  an d gold re se rv es  la rg e en ou gh  to  mee t it s ne ed s fo r a per io d of  8 m on th s, whi ch  is a ve ry  la rg e re se rv e by  no rm al  st andard s.  On e re as on  it  ke ep s such  a stoc k,  I ha ve  re ad , is  in  c as e of  a cr op  fa il u re  o r o th er  s uc h em erge nc y need.I do  no t ha ve  adeq uat e da ta  in dic at in g  th e ex te n t of  th e E ast ern  Eur ope an  ab il ity  to  buy. I f  I re ly  on st a ti st ic s in th e  1966 B att le  Act Rep or t alon e,  th e im port  an d export  tr ad e  of  th e  E ast ern  Euro pe an  co untr ie s as  a gr ou p (P ol an d,  E ast German y,  Cze ch os lova kia.  H unga ry . R um an ia . B ulg ar ia , an d A lb an ia ) w ith th e fr ee  w or ld  h a s  been ve ry  clo se ly  bala nced: ex por ts  w er e $3,129 bi lli on  an d im po rt s w er e $3.1 bi lli on  fo r 1964.

T he  ex te n t of  th is  clo se  b il at er al is m  is st ri k in g. E xis ting  tr ad e  w ith  th e fr ee  wor ld  doe s no t pr od uc e a su rp lu s of  hard  curr en ci es  th a t co uld be  us ed  to  buy fro m th e  U ni te d Sta te s,  an d,  un ti l th es e countr ie s begin  to  pr od uc e it em s sa le ab le  in quan ti ty  in  th e  U.S . m ar ket , it  see ms th a t th ere  ca n be  li tt le  sign if ic an t im pr ov em en t in  tr ad e.

THE EFFECT OF NEW U.S.  TRADE LEGISLATION ON COMM UNIST COUNTRIES’ ABILITY TO 
BUY'

At th is  ju n c tu re  one mig ht  arg ue th a t,  w er e th e U nite d S ta te s to  ap pl y m o st - fa vo re d- na tion  ta ri ff  ra te s to  th e E ast  Euro pea n Com m un is t co un tr ie s,  th e po ss ib il it ie s fo r th e ir  ex pa nd ed  export  tr ad e  wou ld be gre at ly  in cr ea se d,  an d th ere fo re  w e ou rs el ve s wo uld be ab le  to  se ll mor e to  t hem.I m us t sa y th a t my  ex am in at io n of a se le ct io n of  pote ntial  export  it em s give s li tt le  ca us e fo r op tim ism  ab ou t th e fu tu re  of  in cr ea se d tr a d e  if  it  is  to  be ba se d on th es e ite ms.  F o r ex am ple,  fo r th e  So viet Union , bri st le , dri ed  mus hroo ms,  pine  ne ed le  oil . oi ls  and  cert a in  gl as s, pil e ru gs , ri fle s and ph on og ra ph  re co rd s mig ht  ha ve  sa le s pote nti al  in  th e U ni te d Sta te s.  The  sa m e pro du ct s an d ty pe s o f  pr od uc ts —ev iden ce  of  w hat  I wou ld  co ns id er  to  be  a  low  lev el  of  e conomi c de ve lop men t—re appear in  th e li st s of ta bl es  fo r o th er E ast ern  co un tr ie s.  T ex ti le s— woo l rugs , and wool ap par el  from  R um an ia , co tto n clot h an d co tto n appar el  an d wo ol fa bri cs fr om  H ungar y—are  alr ea dy ve ry  hi gh ly  “im port  se nsi ti ve” in th e U ni te d Sta te s.  G lass—from  th e U.S.S .R., R um an ia , Cze ch os lova kia— co uld be co ns id er ed  to  be  in th e  sa m e ca te go ry , w itnes s th e on ly part ia ll y  remov ed  es ca pe  cl au se  on B el gi an  glas s. Bicycle s—from  Cze ch os lova kia—ha ve  been th e  su bj ec t of  antidum pi ng  in ve st ig at io ns . L eath er fo otw ea r—from  R um an ia —is th e  su bje ct  of  a co nt in ui ng barr age  of “p ro te cti on is t” se nt im en t in  th e  U.S . The  mos t pr om is in g pote ntial  tr a d e r  is  Cze ch os lova kia,  whi ch  is  li st ed  as  be in g ab le  to  su pp ly  su ch  ad va nc ed  m anufa ctu re s as  m ed ic al  in st ru m ents , e le ctr ic al  m ea su ring de vic es.  an d m ac hi ne  too ls.  B ut o th er “s en si ti ve” ite ms fo r im po rt  from  Cz echos lo va kia in cl ud e st ee l w ir e an d nai ls .
Is  i t  re al ly  li ke ly  th a t th es e nat io ns ca n pr od uc e th es e item s mor e ch ea pl y th an  th e  U ni te d S ta te s ca n?  I f  th ey  ca nn ot , and if  th e pr ic e th a t is plac ed  on su ch  ex port s is  ar ti fi ci al ly  low  so as  to  en ab le  sa le s in th e U.S . m ar ket , th en  it  ca n be  ex pe ct ed  th a t Amer ican  in dust ri es will  us e u n fa ir  co m pe ti tion  a rg u m en ts  again st  th em , in cl ud in g bu t not  lim ited  to  an tidu m pi ng , co unte rv ai ling  duty  ac tion s and  sp ec ia l m ar kin g re qui re m en ts . I co uld even  fo re se e th e po ssi bi li ty  of  m as sive  co ns um er  em ba rg oe s ag a in s t “C om mun ist  pro duct s” . Ev en if  su ch  goods  a re  pr ic ed  re ali st ic al ly  an d are  be low  or co m pa ra bl e w ith  U.S . pr ices , th e sa m e ty pe s of  ar gum en ts  will  be us ed  aga in s t them . Bec au se  pri ci ng  sy stem s in  su ch  countr ie s a re  a t pr es en t m ea ni ng less , it  wo uld be ve ry  dif ficult  in de ed  to de fe nd  low-p ric e im po rt s in  t er m s of  t he  u su al com par at iv e a dvan ta ge  ar gum en ts .One co uld arg ue  th a t by pro m ot in g Com m un is t ex por ts  to  th e  U.S . a t ME N ra te s,  we  wou ld  be  di sp la ci ng  ex port s of th e  de ve loping  countr ie s to  th is  m ar ket .T hi s is  a p a rt ic u la rl y  va lid  cri ti ci sm  in th e  co tton  te x ti le  se ct or . As  yo u know , a t le ast  one re as on  why  Euro pe an  co unt ri es  do no t w ish to  bi nd  th em se lv es  to
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increasing annually tex tile imports  from the  developing countries members of 
the  Long Term Cotton Tex tile  Arrang ement  (LTA) is that  they  wa nt to he able 
to balance bilate ral ly thei r tra de  w ith the  Ea ste rn European countrie s by tak ing  
from them cotton and  oth er tex tile prod ucts  as needed  to str ike  balances.

Thus , on the  basis of possible exp orts the  abi lity  of Communist countries to 
buy from  us and ou r int ere st in buying from them is small. And the  prospect of 
expanded  trade  at  MFN rates in some items  likely  to be traded causes rea l 
question.

To sub sta nti ate  somewhat my conclusions, I would like to quote from p. 68 of 
the  May 1965 report  on Eas t-W est Trade  of the respe cted independ ent Br itish 
researc h organization,  Pol itical Economic Planning (P EP) , with whose dire ctor  
I visite d when  in Grea t B ritain  la st  Decem ber :

,  " . . .  the re will p robab ly be steady progress in the  size of the  t rade  an d the  con
ditio ns under which it  is car ried on. But this p rogress is not likely  to be drama tic  
for  a long time to come.

"The size of the  tra de  is limited  by the Ea st ’s abi lity  to export to the  West, 
and the re is no sign th at  this is going to increase  enormously over the  nex t few

'» years. Consumer goods of the quali ty required in the  West, and  probably cap ita l
goods too, are  likely to become ava ilab le in quantity  from Easte rn Euro pe only 
insofa r as the Ea st European countries evolve in the  direction of ma rke t 
economies, so t ha t the  consumer’s choice bears more  directly  on the products. A 
chang e of this sort , even when it has  been ini tiated,  takes time  to work itse lf 
thro ugh  the economy and  to become reflected in a cons istently  high qua lity  of 
production.”

I would say th at  these conclusions are sha red  by the  Business and  Industry 
Advisory Committee  (BIAC ) to OECD in i ts May 1966 Report expressing  the con
sensus of the  OECD member business organ izat ions it  represen ts.

The  PE P Rep ort does go on t o specify cer tain steps, many of them ins titu tional 
adjustments  and  arra ngemen ts, th at  can be taken to allow  greater  East -We st 
tra de  on what it considers  to be a sound basis. In line  w ith  official Br itish policy, 
the PE P Report is based on the decision  that  grea ter  Eas t-W est trade  is desir a
ble. Bu t the con strain ts it acknowledges on t he  p ote ntial volume and the na ture  
of the  trade ar e sober ing.

IS  COMMERCIAL COMPETITION  W IT H  EUROPE AN IMPORTAN T CONSIDER ATION?

This  leads me to discuss briefly the  problem of European  COCOM members’ 
sales  to Easte rn Communist countrie s. Unquestionably the dol lar value of this  
trade  has  increased—European COCOM members’ exports  increased  from $1.7 
billion in 1969 to $2.7 billion in 1965. But the percentage of the  tota l value  of 
their  tra de  with  the  Comm unist world  has  actual ly declined from 46% in 1959 
to 32% in 1964 and 35% in 1965. It  is true also th at  since the  middle  of the 
1950’s the size of the  several COCOM lis ts of stra teg ic embargoed products has 
declined to the ra ther  silly point where they only contain about 120 items. It  
seems quite true th at  any real Western  cooperation has broken up ent irely on

* the  i ssue of the amount  of trade  with Communist count ries,  and on the term s for 
financing that  trad e. The United Sta tes  does indeed, as U.S. Ambassador to the 
Organization  for Economic Cooperation  and Development, Ph ilip  Tresize , in P aris , 
explaine d to me, seem isola ted in a sense “beh ind” our European friends  and 
allies.

* I would argue th at  thi s apparen t conflict of policies should  not  g ive us much 
pause. If  you accep t my argument  th at  the re is rela tive ly litt le present and 
potent ial commercial U.S. inte res t in sales  to the Communist count ries, and if you 
also accep t tha t, as Europeans argue, the re is also a profound technology gap 
between American and  European industry, then we have very lit tle  indeed to 
lose in ma intain ing  a sepa ratis t att itude . So I would pose this  qu es tio n: Why 
not cont inue  to allow Europeans to sell items not on the COCOM list,  and why not 
cont inue  to enforce  mean ingful controls on U.S. exports  to the Communist coun
trie s? European  tra de  with the Ea st is now bilate ral ly contro lled to the  extent 
th at  it  seems ra ther  repugn ant  to have to arr ange  our  own tra de  along similar , 
“merc ant ilis t” lines.

SOM E EL EM EN TS OF SOVIET ECONOMIC STRATEGY

In a December 1962 compilation of study papers for the Jo in t Economic Com
mittee , Mrs. Penelope Thunberg, now a T ari ff Commissioner, w rote  :
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“Soviet economic intercourse with industr ialized non-Communist countries 
has always represented a time-saving device, for trade  has made possible a rapid 
shift  from a primitive to a modern, more productive technology in a large num
ber of industries. So long as some part  of the Soviet economy lags technologically 
behind the West, the U.S.S.R. will always have available a ready device for 
buoying its growth rate  through imports. In shifting  to a more advanced—i.e., 
more productive—technology, the Soviet Union borrows al l the resources, includ
ing time, tha t must go into the research and development of more efficient 
techniques.”

Mrs. Thunberg’s observations about Soviet purchases of time and technology 
through trade are borne out at least in the Penkovsky papers, particularly  
Chapter IV, titled “Penkovsky’s Committee”, which deals with the State  Com
mittee for Co-ordination of Scientific Research of the U.S.S.R. Council of 
Ministers. There he describes the very complex and very thorough technological _
espionage organization maintained  by the Soviet Union. The espionage function 
of this organization is at least hinted at in the U.S.S.R. Council of Ministers 
May 1961 Decree on Reorganization of Research which provides th a t:

“Soviet science and engineering must in the shortest possible time take the 
leading position in the world in all decisive fields of science and engineering.” <

And that, in furtherance of this goal, the State Committee on Research sh al l:
“Study and evaluate  scientific and technical advancements with the aim of 

utilizing those advancements in the national economy of the U.S.S.R. and also 
coordinate the international scientific and technical contacts of the ministries, 
administrations, and scientific research organizations.”

The activities  of the AMTORG in the United States have loug been suspect 
if not completely documented, and I unders tand tha t par t of the Soviet tech
nological development effort consists in purchasing highly advanced manufac
tures  for use as prototypes in building their own. To support this I would like to 
quote from a study by Mr. Donald Petroni, partner of the Paris law firm of 
O’Malvery & Myers, titled “Doing Business in Eastern European countries” :
“Without such [patent] protection, any United S tates firm tha t sells one or more 
pieces of equipment to an Eastern European buyer must unders tand and assume 
the risk tha t it will be copied.” Even with paten t protection it is difficult to be 
sure patents are  not violated. There have been several important cases of viola 
tion in Eastern  Communist countries.

If the United States possesses the most advanced technology in many areas 
and continues to generate it, a policy of withholding technology-carrying t rade 
may continue to have strategic  significance, if in fact the policy we wish to pur
sue is one of restra ining  the growth of tota litarian  regimes.

Do we wish to continue to attempt to restr ain the growth of tota litar ian 
regimes? I realize this is the nub of the question. But it would be beneficial to 
this discussion and perhaps also to public discussion if the arguments for and 
against “East-West” trade  were couched in these terms, rath er than  muddied 
with arguments  of U.S. commercial advantage tha t I consider to be overstated 
and ill-founded.

Perhaps  there  is now a basis for deciding tha t it is best to accept the Soviet 
system in a spiri t of tolerance as one would tolerate a different religion. Assuming »
tha t we make tha t essential decision, perhaps there is some political benefit to
the United States in a selective and flexible policy of expansion of trade  in “non- 
strategic” items. (I  think  it might be best to pass over the question of what is 
strategic  and non-strategic, with a quick acknowledgement tha t there  certainly 
is no good dividing line. I lean towards the idea tha t for a tightly planned econ- *
omy continually strained by unrealistic  output goals, all imports whether stra te
gic o r non-strategic tend to lessen the squeeze and allow more resources to be 
devoted to strategic , perhaps a utarkia, objectives.)

THE POSSIBLE POLITICA L GAINS  FROM TRADE

What are the  benefits we might gain? I think you will agree tha t the main argu
ments are tha t by selectively and flexibly pursuing  trade the United States might 
be able to favor some Communist countries over others, favor some Communist 
leaders over others, thereby increase the dependence of certain of these countries 
on the United States, and at the same time decrease thei r dependence on the 
Soviet Union. Still further  one could argue tha t expanding U.S. t rade and com
mercial contacts with the Communist countries  could encourage those economies 
to further  rational ize and structure thei r economies by using market economy 
techniques, one could even hope tha t eventually governments will divest them-
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selves of ownership  of enterprise s a t least in non-crucial are as  as they strive 
to produce consumer goods o f high-enough qua lity  to be genuinely  desired in the 
West. Such production  would have to be accompanied by genuine cost accounting. 
The res ult  of such developments  would be ju nking of the bil ate ral  arra nge ments  
between East and  Wes t European countries , rea l mu ltil ate ral ism  in trade , and 
along  with i t freely convertib le currencies.

The above is a happy prospect but  it  is indeed fa r in the  future . In the  near 
term  we have to deal with  the rea liti es and encum brances of Western  commercial 
con tact with  the East—co ntac ts cons tricted, in fact  dominated, by the natur e 
of the economies with which we deal. The fac ts of sta te planning  and  sta te 
ownership and the refo re of s tat e-t rad ing  require  b ilat era lism  and  prevent mu lti
late rali sm.

A fac t of very grea t in ter es t and some por ten t is that,  in spi te of its  desire 
t  th at  tra de  be expanded, the  BIAC rep ort  cited  above says  th at  “in the fore 

seeable future  at least BIAC sees lit tle  possibility  of any  sub stantial change  in 
the  present fundam entally  bil ate ral  chara cte r of tradin g rela tionship s between
Ea st and West .”

At best the  BIAC can only recommend th at  within  bil ate ral  arra nge ments  
> cer tain difficulties should  be smoothed out, but  it  cannot even recommend doing

so through multilate ral  ins tea d of bilate ral  action.  The Report concludes  only 
th at  “more is likely  to be achieved by pragmatic  efforts  tow ard  securing  an 
equitab le and mutually advanta geous expansion of tra de  by means of a quid pro 
quo technique for negotia ting  mean ingfu l and balanced concessions on the  basis  
of effective reciproc ity under the differen t economic systems.” This  is hardl y a
bri gh t forecas t f or the fu ture  of East -We st tra de  in  an open market.

It  would seem to me th at  a very gre at deal depends  on the real  motivations 
of the  East Europeans and Soviets  themselves. I myself might be more prone  to 
accept an expanded Eas t-West tra de  policy were  I assured that  in fact the United 
Sta tes  thro ugh  tra de  could influence  those  countries to develop open societies  in 
which people are allowed an increasing mea sure  of personal and political 
freedom.

Even were we to be assured about their  rea l motivations, the fac t th at  the 
Soviet Union and the East European Communist countrie s are  giving tangible 
as well as mora l suppor t to our  enemies at  war , Nor th Viet Nam and the  Viet 
Cong, crea tes tremendous pol itical difficulties to a policy of gre ate r trad e. So, 
ap ar t from the factu al cons iderations that  I have  been explor ing, this political 
question is of pa ram oun t importance to our d iscussion.

CO NCLU SI ON

So, in summary, I would say tha t, in str ict ly commercial terms,  the United 
Sta tes  has  lit tle  rea l and lit tle  potenti al commercial int ere st in increasing trade 
wi th the Communist countries in the  near future . In  fac t, I can foresee certain 
economic disadvanta ges  to such a course  of action, most notably the possibility  
that  we would have to embroil  ourselves in mercanti list  bil ate ral  tradin g agree
ments which to me are  dis tas teful at  best.

« Thus the base for  the  argum ent  f or increased  Eas t-West trade  shi fts  from the
economic to  th e politic al. Here it seems to me the  key quest ions are, can we really 
Influence the Communist countries to shi ft tow ard  fre er  societies? Can we in
fluence not just their  economic development bu t their  poli tica l development as 
well? And, ultimately,  will increased trade  rela tion s real ly bring about de-

* creased polit ical tensions and  reduce  the  risk of war? I have  often said  that
more wa r and peace are wrapped up in tra de  tha n most of us are  willing to 
recognize, and perhap s here the re is indeed a valid  argument for the  encourage
ment of “East-W est” trade . But these, I submit, are  the questions for your  Sub
committee to study and discuss , and  for  your recom mendation to your col
leagues . I certa inly commend your int ere st and  your  effort, and aw ait  your 
conclusions with gre at inte res t.

Statement of II on. George A. Goodling, a Representative in Congress 
From the  State of Pennsylvania

Madam Chairman, I am co-sponsor of H. Res. 937, legislat ion designed to c reate 
a select committee composed of nine Members of the  House of Rep rese ntat ives  
th at  would conduct a full and complete stud y of the  im pac t of East-We st trad e.

The concept of Eas t-West tra de  resolves itself  into two con sidera tion s: (1)
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economic benefits for the United States and (2) American national security.
Proponents of East-West trade  have coined the phrase “building bridges of 

trade ,” and while the phrase might have a pleasing sound, its economic appli
cations on the surface are purely phony.

For instance, last  year a thorough study of East-West trade was made by 
Dr. Mose L. Harvey, director of the University of Miami's Center for Advanced 
International Studies. This study was published in a 175-page book entitled 
East-West Trade, and through Dr. Harvey’s calculations the total  amount of 
exports tha t Russia would be able to pay for from the United States would be 
well under $200 million a year. Inasmuch as our total exports of goods and 
services presently amounts to about $43 billion annually, our exports to Russia 
would amount to less than one-lialf of 1 percent of these total  exports—a few 
individual companies in America might get something out  of this trade,  but for _
the country as a whole the gain would, in effect, he triv ial. 9

As far  as imports are concerned, the United States would have to accept in 
payment goods tha t it neither wants nor needs. Technically, America might be 
able to sell as much as $300 million in goods to Russia annually, providing we 
were willing to give government-to-governinent long-term credits—this would, <
however, amount to a subsidy for the Communists, something to which every 
American would be opposed.

Over and above this, international politics would be involved, with Russia 
being the beneficiary. Inasmuch as the western alliance against Russian  com
munism already  is wobbly, any program of competition between the United 
States and western European countries to see who could help the Communists 
the most would only ac t to weaken this shaky opposition further .

Soviet Russia would, on the other hand, gain substantially  from trad e with 
America, both economically and internationally. Russia would, for instance, be 
able to satisfy  its backlog of demand for advanced U.S. equipment, machinery, 
complete plants, technical data, and know-how. Too, such trad e would make 
Russia loom like  a giant in the eyes of her communist cohorts.

While the economic benefits to the United States of East-West trad e have the 
surface appearance of being negligible, such trade would have profound national 
security significance. All of us are very interested in effecting a successful 
conclusion to the war in Vietnam, and we are also aware tha t Russia is very 
much involved in this war through the assistance it is extending the North 
Vietnamese. Why not, then, develop a meaningful and tangible American policy 
tha t would offer American trad e with Russia only on the condition tha t the 
Soviet Union give a real demonstration of cutting out the aid she presently is 
pouring into Vietnam?

In fact, Madam Chairman, I have introduced House Concurrent Resolution 
300 to the Congress, which provides as follows: “That it is the sense of the 
Congress tha t the Government of the United States  should only consider further  
expansions of trade, educational and cultural  exchanges, and other related 
agreements with the Soviet Union and its East  European satellites when there 
is demonstrable evidence tha t thei r actions and policies with regard to Vietnam 
have been redirected toward peace and an honorable settlement and when there »
is demonstrable evidence tha t they have abandoned their  policy of support for 
so-called wars of national liberation.”

In summary, then, while East-West trad e seems to promise littl e in the 
economic area, it might—if properly implemented—serve as a valuable inst ru
ment in advancing our national security. I recommend th at this Committee give *
this concept i ts very serious consideration.

Madam Chairman, I want to express my deep appreciation for having the 
opportunity of presenting my s tatement to this Committee.

Sta te m ent of  H on . D ur wa rd  G. H al l, a R ep res en ta ti ve in  Cong re ss  F rom  th e  
Sta te  of  M is so u r i

Madam Chairman, today we are under at tack from a force tha t uses subtle and 
sophisticated means in achieving a goal of world domination. This force is in ter
national communism, and despite all the rationalizat ion tha t has inundated the 
American people, it is sti ll bent upon a  path tha t calls fo r the destruction of our 
Republic and its peoples freedoms.

Their means are many: Subversion, infiltration, propaganda, terrorism, and 
now trade. We are continually told tha t the expansion of East-West trade  is a



59

“bridge-bu ilding” device whereby the  Com munis t bloc w ill become libe ralized  and 
less aggressive. I have yet to be convinced th at  any of these results have occurred 
and believe th at  tra de  is but  ano the r cold wa r tac tic being used by the  Com
mun ists  to fu rth er  the ir own goals. Fo r thi s reason I cosponsored , along with  
about 120 of our colleagues, a resolution asking for  a House  stud y on the  impact 
of East-West trade.

Madam Chairma n, why such a  s tudy? Well, I t hin k the  answer is qui te obvious. 
We are  supplying the Communist bloc w ith  m ate ria ls and  with technology while 
they  are  supplying North Vietn am with the weapons to kill  a nd maim Americans 
in Sou theast Asia. We are supplying the Communist bloc with  ma ter ial s and  w ith 
technology while  they  are supply the  Arab s with  weapons so th at  they might 
try  aga in to commit genocide upon the Isr ae li nation. We are  supplying the 
Communist bloc (Poland ) wi th mate ria ls and technology while they  are  supply-• ing Ca stro  with the  weapons so as to c rea te “wars of li ber ation” rig ht on our own 
doorstep.

How can thi s be termed “bridge bui lding” when the  Communists  refuse to 
constru ct a span from thei r “ban k” and  are  burn ing down the  span th at  we are  
constructing from our  “ban k” ? I have  yet  to find a logical and  rat ion al answ er* ro this  query .

Now, Madam Chai rman . I w ould like to  address  some comments tow ard  France  
and  more pa rti cu lar tow ard  the  senile lead er th at  rule s our  former ally. I feel 
th at  thi s sub ject is germane since in your pres s release you sta ted  th at  “this  pro ject  is to determine wh at changes have taken place in the  str uc ture  of East - 
Wes t t rade  since our  las t review’, an d how these  changes may affect our foreign  
policy objectives in Sou thea st Asia and  in other are as .” "Le Grande Charles” cer tainly  fits w ithin the cate gory  of “o the r area s.”

On J an ua ry  11th of thi s year , I intro duce d in the  House of Rep rese ntat ives  a 
House  concurrent resolution urging the  Pre sid ent to tak e such steps as may be 
necessary  to require  the Republ ic of France to make ful l and  prom pt sett leme nt 
with respe ct to pas t due amounts of its  World  Wa r I indeb tedness to the United 
States. At the  time I introduced this resolution, which is stil l pending before the 
House Committee on Ways  and  Means, I had  no way of knowing the  leng th to 
which Charles de Gaulle  would go to embar ras s the  United Sta tes—such as his 
recent att ac ks  on the int egr ity  of the  dol lar in intern ational finance! But, if I 
thought my resolution had merit 11 mon ths ago, th e arguments for its considera
tion and  adoption have mul tipl ied tenfold in recen t weeks. For  months, unt il the French  economy began to run  into trouble in midyear, De Gaulle tried  to 
undermine the  United Sta tes  economy. By turnin g his dol lars  into  gold, he de
pleted our gold reserves  a t an  al arm ing  rat e.

If  the  Fre nch  Pre sident  had  not  blocked, with vind ictive dete rmin ation , 
Br ita in’s en try  into  the  Common Market, the  economic plight which  brought the  pound devalua tion  two weeks ago, could have been avoided. Meanwhile, his polit ical ove rtur es toward the  Russia ns and  his suppor t of the Vietcong follow7 
in the wake of a disast rou s French  colonia l policy in Indo China th at  brought chaos to Sou theast Asia, and  forced our  own involvement  there . He had tried 
to wrec k NATO, which for  20 year s held  a protective  umb rella over his home
land. He has gone out of his wray to hu rt the  United Sta tes  economy and our position in intern ational affa irs, even while refusing  to pay off Fr ance’s financia l 
debts  to the  United State s. This  includ es six and one ha lf billion doll ars from 
World  War I loans. It  also includ es abou t $400 million  in debts  since World 

w Wa r II , bu t it  does not include the  ou trigh t aid we have  given him since the
Marshal l P lan  was ina ugura ted  in 1947.

Up to last  year , a tota l of $3.3 billion wor th of U.S. gold was tra nsferre d to French ownership through  her  purcha se of our gold with her  dol lar cred it 
surp luses since 1960. In view of the  massive ass istance  rendered  by the United Sta tes  to Fra nce  in two w’ars and  thro ugh  foreign aid, De Gaul le’s at titude is 
indefensible. All the  more so since the  dol lar surplus enjoyed by France  is, in sub sta nti al measure, due to the  American post -war aid  to France.

There is no question as to the legal basi s for  collection of our  debts from France, or for  the  French obliga tion to repa y them. The debt  was  never can
celled by the  United States.  In fac t, the  amount  of dol lars spen t by France, so far , on United States gold could have paid off 58 percen t of the delinquent French indeb tednes s!

The time h as surely come fo r a showdown w ith  the  man in the Pa ris ian  ivory 
tower. A good place to begin is to reques t the  paym ents of Fra nce’s debts to the  United States.
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In closing, Madam Chairman, I  claim to he no expert on international economic policy, hut as a  member of the House Committee on Armed Services, I am quite cognizant of Communist mater ial and arms being used to drain the youthful life-blood of our Nation and to subvert our intere sts elsewhere throughout the world. The expansion of East-West trade has produced nothing but a decided Communist advantage and I hope tha t the American people will finally become aware of this folly. I compliment you and your subcommittee, and feel confident tha t this distinguished subcommittee will study this grave situation and make appropriate remedial suggestions and proposals.Thank you, Madam Chairman.
Statement of II on. Craig Hosmer, a Representative in  Congress Erom the 

State of California

Madam Cha irman: I commend you on your concise statement regarding the opening of these hearings  to study the issues of East-West trade. With approximately 100 bills introduced in the House calling for Congressional studies and action on numerous aspects of trade  with Communist countries, the concern of the American people and their Representatives is well documented.House Resolution 848 which I cosponsored calls for the creation of a Select House Committee to study the impact of East-West trade  on the productivity and capability of nations which support aggression, directly or indirectly, supplying North Vietnam, North Korea, the Middle Eas t and Cuba or any Communist faction within  any nation in Latin America with military , technical, economic or financial assistance. From this study should come well-informed, effective legislat ion on our foreign policy commitment and application in this area.
Proponents of East-West trade point toward “changes” in the Communist nations, a better balance of payments for the U.S. and the relaxat ion of tensions through trade. They yell “short-sightedness” at opponents and offer a “come- let-us-be-friends” a ttitu de to the East. All Americans would welcome th is mutual action, if it offers a true basis for peaceful coexistence.
However, those who oppose East-West trade,  and I count myself a strong adversary, point toward past experience with the Soviet Union and her satellites. From Cuba, the Middle East, Korea, Vietnam and the current , hotly-disputed arms build-up in Algeria, I can see only danger  in lowering our export-import control bars any further.
It  was the encouragement the Soviet Union gave to Egypt and Syria that  led to war in the Middle East and the  threat of a third world war. The fact that the Soviets were influential  in triggering the Mideast’s fighting demonstrates how right those of us were—and are—in opposing the policy of expansion of trade  with the Communist bloc.
The facts are  tha t for all practica l purposes, our current controls—the Battle Act and Foreign Assistance Act—are not being enforced, despite repeated violations. Evidence shows tha t Communist-bought, Western-made equipment and par ts are even now being used against our own men fighting in Vietnam. Is th is the foundation fo r peace?
While hearings before this Subcommittee offer a  chance to determine what changes have taken place in the struc ture of East-West trade  since the last review, no positive action seems to  materialize. The need is critica l for a study and subsequent legislation, based on the  findings of a Select Committee as proposed in H. Res. 848. The instab ility of our present  course is dangerous and should be changed without delay.
I urge favorable action on this legislation.

Statement of Hon. William L. Hungate, a Representative in Congress From the State of Missouri
Madam Chairman and other distinguished Members of the Subcommittee, on September 28, 1967, I joined several notable colleagues in co-sponsoring a resolution tha t would create a select committee to investigate and study the impact of East-West trad e on the productivity and capability of nations which supply North Vietnam, North Korea, the  Middle East, Cuba, or any Communist faction within any nation in Latin America, or elsewhere with military, technical, economic, or financial assistance.



The war in Vietnam app ears to have estr ang ed and  aliena ted  us from some 
of our  closes t frie nds in the  Western Alliance who cont inue  to tra de  with  
North Vietnam and  Communist China.

Our allie s d id not  tr ade with the enemy in World Wa r II  or dur ing the Korean 
conflict. I t is a matt er  of concern th at  when they abe t the  Communist system, 
the peace of a ll free nat ions is thre atened . We m ust  explore all  mean s to curta il 
tra de  that  is not, on balance,  favo rable to the  free world.

A reasonable  rea ppraisal  of current exchange condi tions  should be reflected  in 
our fore ign policy.

I, therefore, urge  establishme nt of a select  subcommittee to assess the struc 
tur e of Eas t-W est trade  so th at  they may bette r ass ist  our nat ion al goals and 
prio ritie s.

Thank you.

Sta te men t of H on . Delbert Latta, a R epresen tativ e in  Cong ress F rom th e  
State of Ohi o

We enter into this discussion of the  ques tion of East-West trade  a t a perilous 
time. It  is a time in which Americans are engaged in ba ttle in South  Vietnam 
and  in which an American ship  has  been cap tured in an host ile and  aggressive 
manner by the  Government of Nor th Korea . It  is a time  in which the  Soviet 
Union has  been asked to mediat e the  ship’s release , and has  refused.

We face the  problem of the Admin istratio n’s proposals,  therefore, in a time of 
cris is and not  of tranquil ity . We face the  question dur ing  a period  in which 
Communist governments are  becoming more aggress ive, and  not  less so. We are  
asked to seek new direc tions  at  a time when Communist governments app ear  to 
be irrevocab ly wedded to the  old.

Several imp ortant  questions present themselves, for  they rel ate  to what app ear  
to be inherent contrad ictions  in the Adminis trat ion’s proposals  for  libera lized  
trade  rela tions with  Communist countrie s.

A P res idential Commission on Eas t-W est Tra de  reported  on May 6, 19(55, that  
a rela xat ion  of res tric tions on trade  between the  United  Sta tes  and the  Soviet 
Union and the  Communist countrie s of Easte rn Europe would help promote 
American foreign policy objectives.

It  said th at  the  only basis for its proposals  was to make possib le some “har d 
bargaining’’ by the  United Sta tes  for polit ical advantage. Ord inary motivations, 
such as for  economic or financial gains have no place in tra de  relatio ns with the 
Communist countries , it said.

It  expressed the  view th at  the  poss ibili ty of influencing thro ugh  expanded 
tra de  both t he  int ern al evolut ion and ext ern al behavior of Communist coun tries  
in Ea ste rn Euro pe fa r outweighs any pol itica l or mi lita ry risks involved.

At his pres s conference on October 7, 19(56, Pre sident  John son said  that  “We 
will reduce exp ort controls on Eas t-W est tra de  with respe ct to hun dreds of non- 
stra teg ic items. I have  ju st  today signed  a determ ination  th at  will allow the  
Expor t-Im por t Bank to guara nte e commercial credits to fou r add itio nal  Easte rn 
European countrie s, Poland and  Hungary , Bulgar ia and Czechoslovakia. This is 
good business and it will help  us—it wil l help us to build  bridges to Easte rn 
Europe.”

This announc ement was followed by a member of sign ificant sta tem ent s in 
suppor t of increased Eas t-West trade  by such top ranking members of the  Sta te 
Depar tment as Averell Ha rrim an, Nicholas Katzenba ch, Eugene Rostow, and 
Foy Kohler.

Per hap s the most outspoken crit icism of opponents of Eas t-W est tra de  came  
from Ambassador Averell Ha rriman  who, on the  November 23, 3966 NBC-TV 
program,  “The  Today Show,” labeled the opponents of tra de  as “bigoted, pig
head ed people, who don’t know wh at’s going on in the  world th at  have pre
vented us  from helping our  bala nce o f paym ents .”

The re is a cer tain con trad iction here. The  Presidential Commission said  that  
the  reaso n for  increase d East -We st trad e was not our  balance of payments, as 
Ambassador  Ha rrima n urged, but  polit ical. If  we have  liberalized conditions 
within  Communist countrie s, and have caused them  to pursue  a less aggressive  
foreig n policy, such trade  would be considered  successful.

Which  is the Adminis tra tion’s reason for  urging liberalized tra de  with  Com
munist  countries? Is it  polit ical,  or is it  economic? Is it to “build  bridges to  
the  Ea st” or to ass ist  our  b alance of paym ents  problem?
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Before any  decision  can be made wi th regard  to the  proposed  program, it is es sential  th at  we know wh at i ts goals ar e to he.
But  i t seems clea r tha t the  A dminis trat ion has  not ahided by the recommendations  of the Pre sident ial  Commission. Th at  Commission urged  that  trade  relations with  Easte rn European  countrie s and the  Soviet Union “. . . should not be subsidized, nor  should it receive arti fic ial encouragem ent.” Yet, the  Administra tio n has  recommended such mea sure s as the financing of deal s between  Fiat and  the Soviet Union throug h th’e Expor t-Im por t Bank.
Is it the proposed policy to subsidize trade  with  Communist countries?  If  so, how will thi s ass ist our balance of paym ents problem? If  not, why has the  Admin istr ation urged  such action?
The Pre sid ent’s Commission st ated th at  “we ru le out from these  co nsiderations any kind  of str ate gic  trad e th at  could signif icantly enhance Soviet  mili tary  streng th.” *The Six teen th Ba ttle Act Report sta ted  clearly th at  “The basic policy underlying the Mutual Defense Assis tance  Control Act (the Ba ttle  Act) is one of preventing to the  exten t th at  we are  able the shipment to the  Sino-Soviet bloc of stra teg ic items which would con trib ute  signif icant ly to the  mili tary-indus- ttr ia l poten tial  of the bloc.”
In  1966, the Commerce Dep artm ent  rela xed  export res tric tions on about 400 “non-stra tegic ” commodities for shipmen t to Russia and  Easte rn Europe.  Among these  were tex tile  products, some metal  m anu fac tures and machinery,  foodstuffs, chemical ma ter ial s and products,  and  a var iety  of manufactured articles . These prod ucts  c an now be exported to Ea ste rn  Europe withou t prior specific approval of the  Commerce De partm ent.
The fac ts seem to con trad ict the policy. They also con tradic t the  stat eme nt made to the  American people by Pre sident  Fra nklin  D. Roosevelt in May of 1940. He said  th at  “The American people will not relish the idea of any American citizen growing rich  and fa t in an emergency of blood and  slau ghter and  human suffering.” This  was more tha n a year before  Pearl  Harbor,  and at  that  time no Americans were fighting eith er in the  European or Asian wars.  Today, in the  face of Vietnam and  the cu rre nt  Korean crisis, our att itude  is fa r diffe rent . As a result  of Pre sid ent Johnson’s order of October 12, scrap  iron  and  scrap steel are  back on the  “appro ved” lis t and the jun k peddlers are sending it over to Russia to help build  the Russian  war machine just  as was  done wi th Japan in the last  1930’s and  in 1940.
Wh at does the  Adm inis trat ion mean  by “strategic  goods” ? On May 9, 1967, our  government approved a shipment of polyvinyl butyral valued at  $268,975.This produc t is primarily  used as an interl ayer in bulle t res ist an t glass.According to a top missile expert,  C. Stark  Droper , “The key are a for  advance in control and  guidance is stil l the region in which the  basic limita tions exist— th at  is, the  high accuracy sensing of geometrical info rma tion .” On Feb rua ry 1,1967, the  Commerce Departm ent author ized shipm ent of ju st  such an ins tru ment, a  Worden Gravimeter.
Pr ior  to removing a number of items from its categ ory of “str ate gic ” goods the  Depar tment  of Commerce issued a pres s release declaring th at  the items »removed” . . . fal l into the  catego ry of peaceful goods, which may be freely expo rted witho ut risk  to the  United State s nat ion al int ere sts .” It  also asse rted  th at  i t had  . . . consul ted with other int ere sted departments , inclu ding Defense,State. Agricultu re. Inter ior  and the Intel ligence Community, in tak ing  thisstep.” *The evidence  point s to the fac t th at  the  Adm inis trat ion did not  consult the intelligence  community at  all. The Dir ector of Naval Intel ligence st a te s: “The Office of Naval Intel ligence, definite ly a member of the  ‘Intelligence community ’, had no pa rt in the  consulta tion  which preceded the  revis ion of the Commodity Contro l lis t.”
The Air Force  sta ted  th at  “No intel ligen ce office of the  U.S. Air Force partic ipa ted  in the  revision of the  Cu rrent Commodity Contro l lis t.”
The Army sta ted  th at  the  Assis tan t Chief of Staff  for Intel ligen ce “was not consulted rega rding the  commodi ties listed.”
The Dep artm ent  of Defense said  th at  the  Defense  Intel ligence Agency “was not requested  to supply intelligence on the 400 commodi ties th at  are  covered in Current  Ex por t Control Bu lletin  Number 941.”
If  the  Adm inis trat ion really intends  to incre ase trade  only in “non -stra tegic” goods, we feel it essentia l th at  it  tel l us exac tly how such a dete rmin ation was made, and is to be made in the future . Wh at is a “non-stra tegic” good?
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On M ar ch  10, 1966, and  ag ain  on A ug us t 16, 1966, th e  Co mm erc e D ep ar tm en t 
ap pr ov ed  sh ip m en ts  of  die th yl en e gly co l w ort h  $482,250. T his  ch em ic al  is us ed  
in  th e  m anufa ctu re  of  ex plos ives  an d liqu id  ro ck et  pro pe llan ts . I t ca n al so  
be  us ed  as  p la st ic iz er  in so lid  ro ck et  pro pel la nts  of  th e ty pe  su it ab le  fo r a ir  
to  a ir  m is si le s su ch  as a re  in  V ie tn am . U nd er  w hat de fini tion  is  th e  ite m 
co ns id er ed  “n on -s tr at eg ic ” ?

Set ti ng  fo rt h  th e S ta te  D epart m en t’s vie w of  E as t- W es t tr ade , Eug en e M. 
B ra derm an, Dep ut y A ss is ta n t Sec re ta ry  of  S ta te  fo r Com m er cial  Affai rs  an d 
Bus in es s A ct iv iti es , sa id  th a t “one  of  th e mos t im port an t pr em ises  is  th e fa c t 
th a t th es e co un tr ie s di ff er  ve ry  co ns id er ab ly  am on g them se lv es , bo th  in th e ir  
in te rn al sy st em s and in  th e ir  re la ti ons w ith  one ano th er . . .” H e no ted  th a t 
“. . . in  conseq ue nc e, U.S . po lic y ex pr es se s it se lf  in d if fe re nt w ay s to w ar d 
di ff er en t Com mun ist  c ountr ie s. ”

* Mr. B ra derm an co nc ed ed  th a t “in som e in st an ce s th e  b eh av io r of  a Com m un is t 
co untr y  w ill  w a rr a n t our de ny in g tr a d e  w ith it  com pletely . . .  in o th er  in st an ce s 
it  be st  se rv es  th e U.S . in te re st  to  en co ur ag e tr ad e  w ith a Com m un is t co un ry .”

Sinc e th e  So viet Union  re pre se n ts  a ca se  of  th a t kin d of  Com m un is t co un try 
w ith which  th e D epart m ent of  S ta te  seek s to  in cr ea se  tr ade , it  is in te re st in g  
to  see w hat th e  So viet  U ni on ’s re la ti onsh ip  is  w ith  a Com m un is t co un try w ith 
which  th e  D ep art m ent of S ta te  do es  no t w ish to  tr ade, na m el y N orth Viet na m.

The  A dm in is tr at io n  will , of  co ur se , not  tr ad e  w ith a C om m un is t go ve rn m en t 
which  is  sh oo ting  a t A m er ic an s.  T his  wou ld  be ai di ng  th e  en em y. I t wo uld be  
im m or al  as  we ll as  im pra ct ic al . B ut— does th e  A dm in is tr at io n  ad vo ca te  in cr ea se d 
tr ade  w ith  a co unt ry  whi ch  is  in  tu rn  su pp ly in g our enem y w ith  th e m ea ns  of  
w ar ?

In  an  ex te ns iv e st udy o f So viet  ai d  to  N ort h  V ie tn am , P ro fe ss or A lb er t 
P arr y , ch air m an of  R uss ia n  S tu die s a t Colga te  U ni ve rs ity , po in ts  ou t th a t 
•*. . . it  is  e st im at ed  th a t th e  ten years  th ro ugh 1964 So viet  ai d  to  N or th  Vie tnam  
to ta le d  so me  $350 m ill ion.  I t  f a lt e re d  so m ew ha t i n 1963 a nd 1964 whe n K hr us hc he v 
appare n tl y  w as  re sign ed  to  seeing  th e  co unt ry  in C hin a’s o rb it  . . . B ut K h ru 
sh ch ev ’s su cc es so rs  ha ve  revi ve d th e  So viet in te re st  in II o Ch i Minh  . . . Mo s
co w’s export s to  N or th  V ie tn am  ro se  from  47.6  mill ion in  1964 to  more th an  
74.8 mill io n in  1965— th is  of  co ur se  in  addit io n  to  some  $555 mill ion w or th  of  
arm s se nt in  1965  al on e. ”

In  M ar ch , 1966, th e  So viet  Union  re pl ie d to Chine se  ch ar ges  th a t So viet he lp  
to  H an oi  w as  insu ffi cien t an d re pre se nte d  a la ck  of  in te re st  in  confl ict . Th e 
Moscow le ad ers  se nt  a co nf id en tial  le tt e r to  Com m un is t le ad ers  st re ss in g  th a t 
in 1965 N or th  V ie tnam  rece ived  from  th e So viet Un ion arm s an d m il it ary  
eq ui pm en t w or th  ha lf  a bi lli on  ru bl es . The  li st  in cl ud ed  ro ck et  in st a ll a ti ons an d 
co nv en tion al  a n ti -a ir c ra ft  gu ns , MIG S an d o th er pl an es , an d ta nk s,  co as ta l 
a rt il le ry , an d sm al l w ar sh ip s.

Sinc e th e  fa ll  of  1965, th e  num ber  of  co nv en tion al  a n ti -a ir c ra ft  gu ns  in  N or th  
V ie tn am  has ri se n fr om  1.500 to a t  le ast  5,000. One unoff icial est im ate  puts  th e 
fig ure a t 7,000. In  th e f a ll  o f 1965 th ere  w er e on ly  fo ur N orth V ie tnam es e batt eri es 
fi rin g SAMS. By  ear ly  Oc tob er,  1966, th is  nu m be r had  ri se n to  25 or  30, ea ch

• w ith six la unc he rs .
As  re ce nt ly  as  Se pt em be r 23, 1967 th e  So viet Union  co nc lude d a se ries  of  

ag re em en ts  w ith N or th  V ie tnam , pro vi di ng  fo r co ntinu in g del iv er ie s of  m il it ary  
an d econom ic ai d to H an oi in 1968. A jo in t co mmun ique  is su ed  a t th e  co nc lusio n 
of  abou t a m on th  of neg ot ia tions  spec ified  th a t th e  m il it ary  m ate ri a l wo uld

< in cl ud e gr ou nd  to  a ir  m issi le s,  p la nes  an d a rt il le ry .
The  R uss ia ns may  sp ea k of “pe ac ef ul  co ex is tenc e” but th e ir  ac tion s po in t 

in th e op po si te  di re ct io n.  The y m ay  sp ea k of  bett er re la ti ons w ith th e West, but 
as th ey  tr a in  N or th  V ie tnam es e so ld ie rs  an d ai rm en , an d pr ov id e th e N or th  Vi et
na m es e w ith  th e  w ea po ns  of  w ar , it  is h a rd  to be lie ve  th a t th ey  a re  be ing sinc ere.

Ho w ca n th e A dm in is tr at io n  re as on th a t it  is w ro ng  to  tr a d e  w ith N or th  
Vie tnam , bu t pr op er  to tr ad e  w ith  th e  So viet  Un ion  which  is th e  ch ie f su ppl ie r 
of  th e N orth  Vie tnam es e m il it a ry  m ac hi ne ? A re  we no t, in e it her case,  ai di ng  
th e en em y?

Ther e a re  o th er se riou s que st io ns which  we  be lie ve  m us t be an sw er ed  be fo re  
an y ac tion  is ta ken  on th e  A dm in is tr a ti on ’s pr op os al s.  I f  th e  go al  of  such  tr ad e  
is to  liber al iz e th e  Com m un is t re gi m es  of  E ast ern  Eur op e,  w hat ev iden ce  is 
th er e th a t th e  E as t- W es t tr ad e  up  to  th is  po in t has  do ne  so?

Is  it  n ot tr ue  th a t a ft e r m an y years  of  Am er ic an  tr a d e  an d ai d th a t Yug os lav ia  
is clos er  to  th e So viet Union  th an  be fo re  su ch  tr ade  an d ai d be ga n?  Is  it  no t tr ue  
th a t th ere  is  les s free do m in Pol an d to day  th an  in 1956 a t th e  tim e we  be ga n



a id in g  th a t co untr y  a ft e r it s re vol t again st  th e  a u th o ri ta ri a n  n a tu re  of it s go ve rn m en t?
I t is  ess en tial  th a t we  no t em,ba rk up on  a ne w po licy in th e are a of  E as t- W es t tr ad e  w ithout ca re fu ly  co ns id er in g th e ques tions  po sed he re . I t  wou ld  be a pe ri lo us  st ep  fo r o u r co un tr y to  do so if  th e  an sw er s to  such  que st io ns  a re  no t co mpl etely sa ti sf acto ry .

Sta teme nt  of I I on . Glenard I ’. L ips co mb , a R epr ese ntative  in  Congress F rom 
th e  Stat e of Califo rn ia

Mad am  C hai rm an  an d Mem bers of  th e Su bc om m itt ee , I ap pre cia te  th e  op po rtu n it y  to  pre se n t a st a te m ent to  th e  Su bc om m itt ee  on Eur op e in  co nn ec tio n w ith  it s hea ri ngs on  Eas t-W es t tr ade. R eg re tt ab ly , be ca us e of  a  lo ngst an din g comm itm en t fo r me  to  be home  in my  D is tr ic t in  C al if orn ia  to da y,  I am  unab le  to appear p er so na lly  a t  th e hea ring s.
I ha ve  ov er  th e  co ur se  of  a nu m be r of  years  fo llo wed  th e su bje ct  of  E as t- W es t tr ade , p a rt ic u la rl y  w ith  re gar d to  m att e rs  re la ti ng  to  our pr ogra m  of  co nt ro ls  on ex port s an d th e ef fecti ve ne ss  of  su ch  co nt ro ls . I t  was  my pr iv ileg e to  se rv e on th e  Hou se  Se lect  Com m itt ee  o n E xport  C on trol  in  th e  S7th Co ng ress , du ri ng  1961 an d 1962.
Thi s is a mos t im port an t su bje ct  an d I w an t to  comm end th e Su bc om m itt ee  f o r co nd uc tin g th es e hea ri ngs a t th is  tim e.  The  su bj ec t invo lves  br oa d an d fa r- re ach ing co ns id er at io ns which  as  th e Su bc om m itt ee  kn ow s ji er ta in s to  var io us are as of  in te re st  an d ju ri sd ic tion  lien* in  th e Con gress, in th e Exe cu tive  B ra nch , an d in th e  econom y ge ne ra lly.  I t to uc he s on su ch  fie lds as  fo re ig n af fa ir s,  comm erc e, fina nc e,  in dust ry , and ot he rs . The  in fo rm at io n and co mm en t gen er at ed  by Ilia Su bc om m itt ee ’s he ar in gs shou ld  be a hel pf ul  co ntr ib ution to ou r ov er al l kn ow led ge  a nd  unders ta ndin g  of  th e  p robl em s inv olv ed .
1 w an t to  sa y  to th e Su bc om m itt ee  th a t I am  deep ly  co nc erne d ab out de ve lopmen ts  in th e  fie ld of  ex por t co nt ro l. Po lici es  be ing ad op ted by th e A dm in is tr at io n  in carr y in g  ou t th e  E xport  Con tro l Act ha ve  become  pr og re ss iv el y w eak er  an d in cr ea si ng ly  m or e ad va nc ed  eq uipm en t, tech no lo gi es  an d su pp lie s are  flo wing  to th e USS R an d o th er E as te rn  E uro pea n Com m un is t na tion s.  The  re su lt  i s th a t we  a re  co ntr ib u ti ng  und uly  to w ar d bu ild in g up  th e eco nomic an d m il it a ry  st re ng th  an d pote nti al  o f su ch  C om mun is t na tion s.
Thi s is be in g do ne  w ithout our re ce iv in g adeq uat e qu id  pro quo from  th e  Comm un is t na tions , fo r ex am ple,  in  th e ir  goo d will  an d co op er at ion to w ar d w or ki ng  fo r i>eaee an d h ar m ony in th e wor ld .
To  th e con tr ary , from  such  ac tion s as  th e ir  in cr ea se d su pport  of  N orth  V ie tna mes e ag gr es sion , th e ir  su cc es sful  an d co ntinui ng a tt em pts  to  fo m en t st ri fe  an d d is ru ption  in th e  Middle E as t,  th e ir  in cr ea se d de ploy m en t of  ad va nc ed  st ra te g ic  wea po ns  sy stem s,  th e ir  in cr ea si ng ly  mor e om inou s ca pab il it ie s to  us e wea po ns  of  m as s de st ru ct io n such  as  th e re ce ntly  an no un ce d So viet o rb it a l bom b, th e ir  cy ni ca l d is re gar d  fo r or  ou tr ig h t vio la tion  of  ag re em en ts  an d tr ea ti es,  it  is c le ar th a t th e  USS R co nt in ue s to  pu sh  to w ard  it s go al of  em br ac in g al l people und er  th e s te ri le  and p er ni ciou s co ntr ols  o f Co mm un ism .
If  th e So vi et s ca n ac qu ire from  th e  W es t m ac hi ne s,  eq uipm en t, an d tech no lo gi es  to  bu ild  up  th e ir  in dust ry  and eco nomy , al lo w in g them  to  co nt in ue  to  em ph as ize m il it ary  an d sp ac e ef fo rts , from  th e ir  poin t of vi ew  it is al l to  th e good. The y in fa c t mak e no co nc es sion s bu t us e th e  W es t as  a  sh op ping  plac e fo r se le ct iv e bu ying to fill th e ne ed s th a t a re  ju dg ed  im port an t by th e K re m lin to  th e ir  ov er al l nat io nal  g oa ls.
I am  co nc erne d ov er  th e er od in g of  ou r ex por t co nt ro ls  which  has oc cu rred  an d th e ef fo rt s to g ra n t fina nc ia l as si st ance in  th e fo rm  of  loan s a n d /o r cr ed it s to  mak e po ss ib le  tr ad e  which  wi ll be ne fit  th e  USS R an d o th er Com m un is t n a tio ns . I am  co nc erne d ov er  th e ne ed  fo r mor e as se rt iv en es s on th e p a r t of  th e Uni ted S ta te s in  st and in g  up  fo r mor e ef fecti ve  COCOM co nt ro ls , th<> NA TO  contr o ls  aim ed  a t re s tr ic ti ng  th e flow  of  sign if ic an t goods  to  th e Com m un is t na tion s.Fr om  tim e to  tim e I ha ve  di sc us se d var io us as pe ct s of  th is  prob lem w ith  th e Hou se  of  R ep re se nta tives . F o r th e  in fo rm at io n of  t he Su bc om m itt ee  I am  a tt a c h 

ing va ri ou s of  th es e st at em en ts  an d I as k th a t th ey  be includ ed  in th e  hea ri ng  reco rd  as  p a rt  o f m y st at em en t t od ay .
In cl ud ed  in th e  en clos ur es  is  my  st a te m en t to  th e Hou se  of  R ep re se nta tives  Octo be r 17, 1966. Tn th os e re m ark s I co mmen ted on th e  in it ia l re port s co nc er nin g th e pr op os al  to  sel l ad va nc ed  U ni ted S ta te s au to m ot iv e bui ld in g eq ui pm en t
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for  the automotive pla nt the Fi at  Company  c ontract ed to build  in the  USSR and  
also the announcem ent th at  such tra de  was  to be financed thro ugh  the  Export- 
Impor t Bank. The sta tem ent  also reviews a number of export licenses  th at  were 
granted which  are highly  significant to the  economy of the  USSR and  oth er 
Easte rn European Communist nations. It  inc ludes, incidentally, detailed inform a
tion rel ating to larg e scale  sales of fer til ize r producing  da ta  and  equipment to 
the  Soviets. As undoubtedly is known to the  Subcommittee, fer til ize r is one of 
the  important commodities, in add itio n to a wide range of air craf t, an ti- ai rcraf t 
rockets, and  other weaponry, which  the  Soviet Union and othe r Communist na 
tions are  supplying to Hano i. It  i s known th at  the  Nor th Vietnamese badly need 
fer til ize rs to produce food and  support H ano i’s aggress ion again st South  Vietnam.

The next sta tem ent  att ach ed is dated Janu ary 17, 1967. It  comments on the 
w Admin istratio n commitment to increas ing tra de  with Communist countries and

the action take n by the  Commerce Dep artm ent  in removing hun dreds of items 
from the  lis t of items  th at  require val ida ted  licenses to export to the  USSR and  
oth er Ea ste rn European  countrie s. As a reflection as to wh at good is being 
achieved f rom trade  contro ls relaxa tion s, you will note  variou s q uotes of  Commu-

4 nis t leader s issued during the  same time thi s weakened exp ort  control policy
was prom ulga ted tell ing of how the  Communist nations ful ly suppor t North 
Vietnam ’s campa ign to impose Communism over all  of Vietnam. The rem arks 
also contain  info rma tion  rel ating  to the fac t th at  important U.S. Intell igence 
Agencies were not consulted  in connection with th is export control revision.

On May 4, 1967 I discussed wi th the  House in det ail  th e proposal that  the  U.S. 
help equip and  finance the  Soviet Fi at  automobile factory , and  a copy of th at  
sta tem ent  is also attached for  inclusion in the  hea ring record as  pa rt  of my 
stateme nt.

It  contains info rma tion  and comment based  on intel ligence da ta and  exp ert 
opinion which refute  claim s th at  Soviet  planne rs wish to increase  ca r manufac
tur ing  to make them ava ilab le to the  average  c itizen, or th at  automobile produc
tion will cause  any signif icant  diversion  of resou rces  awa y from mil itar y and  
space endeavors in the USSR.

As for  the significance of the Soviet  automotive capabil ity to their  mil itary 
and economic stre ngth, as I said to the  House in the  May 4 sta tem en t: “The 
prod ucts  of exis ting Soviet  automot ive fac tor ies  can be found in trouble spots 
throug hou t the world  a nd notably in the  w ar  zone o f sou theast  Asia. Trucks  and 
other automotive produc ts a re  among t he  sign ificant w ar  goods supplied  to  H anoi  
by the Soviets and  the  Easter n Europeans . Such veh icles he lp to convey and tran s
por t Communist forces, ammunit ion,  weapons, and  oth er war  goods in Sou th
eas t Asia .” This asse ssm ent  sti ll stan ds, though of course specific reference 
could a lso be made to the  Middle E as t because the Soviets  have sent many vehicles 
among othe r things, to th at  are a in an  effort to advance  Soviet inte rest s.

The next sta tem ent  on the subject is dated August 8, 1967. Th is perta ins  to the  
exporting to  th e USSR a nd other Easte rn European Communist nat ions of  in st ru 
ments and  equipment to conduct scient ific research . Included  in the August 8 
sta tem ent  is the  tex t of an inter-Commerce Depar tmental memorandum which

• advises th at  th e Pre sident’s scientific adv iser  is  concerned  about delays in licen s
ing of researc h ins truments  for scientific labora tori es in Ea ste rn Europe. The 
memorandum urges th at  ap plic atio ns for  such exp ort licenses be brough t to the 
att ent ion  of the head  of the Office of Exp ort Control  “to keep the  difficult cases 
moving steadily  forward.” Such tac tics make a complete sham of the  export 
license procedures  and  policies, weak as they are  already , because licenses  
should be gra nted on the  basis of objec tive evaluatio n, not  on th e ba sis of p ressure  
from the  Whi te House.

Ano ther  stateme nt, dat ed August 28, 1967, discusses a fu rth er  development 
in the Fia t plant proposal, concerning actio n by the  Depar tment  of Commerce 
in clearing reex por tation of American technica l da ta  in Ita ly to the Soviet 
Union for  use in m anu fac tur ing  pa rts for  F ia t automobiles. There is also atta che d 
a copy of my rem ark s dated Octobex- 24, 1967, also on the  Soviet-F iat deal. In 
it I commented on Sec reta ry of Defense McNamara’s misleading  inference con
tain ed in an interview printed in LIFE  Magazine to the  effect th at  the Soviet 
Union has  no autom obile ind ustry  and  repeat ing  the  alread y discredited argu 
ment  tha t if we a ssi st the  Soviets in b uilding the Soviet-F iat pla nt their  resources 
will be d iver ted away  from the ir space m ilit ary  programs.

The la st  stat ement  att ach ed is the  text  of my speech March 8, 1967 at  an 
American Management  Association briefing on Eas t-West trade,  ent itle d “Pos
sible Dan gers to our National Security in Eas t-West Trade.” It  offers a review



generally on some of the more impor tant considerations in connection with evaluating possible moves in the area of trade  with the USSR and other Communist nations.
I believe tha t on the basis of the information available we must pursue a policy of extreme care and caution when considering tra de with the USSR and other Communist nations. The pattern of Soviet actions and indicators of what they wish to achieve through trade  with the West are all too clear. Their basic aims and thei r capacity for deceitful and ruthless  pursui t of thei r well-known Communist goals have not changed.
I would also like to bring to the attent ion of the Committee a recent development in the area  of export control which could have a potential ly significant impact on our monetary system and Soviet capabilities. I know tha t the Subcommittee, as outlined in the announcement by Chairman Kelly concerning the December 7th hearings, is in terested  in mat ters  re lating  to preserving the soundness of the dollar.
The recent frenzied gold buying following devaluation of the Brit ish pound sterling points dramatically to the importance of gold as a monetary commodity.Gold has long been important for monetary reasons and very likely will continue for a long time to come. Gold is valuable as an international legal tender, and takes on increased importance during periods of emergency and stress. Gold reserves are as valuable as raw materials  and goods because under the most try ing circumstances raw mater ials and goods can be secured with gold.The USSR t rea ts statis tics of its gold holdings, gold mining, and the use of gold as highest State  secrets. As a result  we at best have jus t estimates as to the statu s of the gold s ituation in the USSR. We do know that some gold was sold by the Soviets on the World Market in 1963 through 1965 to pay for grain purchases.
We also know tha t the Soviet Union has placed a top priority  on increasing its gold output.
Because of the significance of gold to the economic, military, and political potential of any nation such as the USSR, it was surprising to learn tha t the Department of Commerce several months ago issued licenses authorizing shipment to the Soviet Union of construction machinery and parts  valued a t $1,225,000 to be used for mining gold. The equipment has been shipped to a location near the city of Magadan in the Soviet Far Eas t for use in placer type gold mining operations. The construction machinery consists of 10 huge track-laying tractors, bulldozer blades, rippers and parts. The construction machinery had been shown at an international mining equipment exhibition in Moscow this summer and was sold right af ter  the exhibition.
Top-quality machinery of this type, which can withs tand the rigors of cold weather and the stress of being used for placer type gold mining operations, obviously can make significant contributions to the Soviet economy.A transaction of thi s nature is of even greate r importance if it is the forerunner to the issuance of additional  licenses for such equipment to be sent to the Soviet Union.
Given the significance of gold on the international monetary scene, it s meaning to the economic, milita ry and political strength of any nation, the fact that  we have no reliable information as to Soviet gold holdings and tha t we know tha t the USSR has placed great priori ty on mining gold, I believe there is serious question to allowing this kind of equipment to go to the USSR.Because of my deep and continuing concern about the East-West trade  picture and developments in the area of export control, I have introduced in the House a resolution to create  a Select Committee on Export Control along the lines of the Select Committee tha t existed in the 87tli Congress. Such a committee, created for this express purpose, I believe could be very helpful toward looking into and mainta ining a continuing evaluation of this entire problem. I have also joined as a co-sponsor with a large number of Members of the House of a resolution to create a Select Committee on East-West  Trade.  The areas  in which the Select Committee on East-West Trade would be charged with looking into would be somewhat broader than the Select Committee on Exi>ort Control which I introduced earlier. Whichever approach might be selected, I certainly  hope that it is possible to create a select committee fo r the purpose of giving full, continuing attention to developments in this problem area which is so vital to our national security  and welfare.
Thank you.
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Statement of Hon. Donald E. “Buz” Lukens, a Representative in Congress 
From the State of Ohio

Madam Ch airm an : It  was gra tify ing  to me to find in the  Pre sid ent’s S tat e of 
the Union Address no reference to proposals for expa nding East -We st trade  
under the  guise of “building bridges for  peace” to the Communist nations  of 
Europe.

While I doubt whe ther  the  John son Adm inis trat ion has  aband oned its de ter 
mina tion in the are a of “bridge-building,” I believe it was extremely  wise in 
not s tres sing  the ma tte r a t t his  pa rti cu lar  time.

To me, it is incred ible at  this time  to propose expanded tra de  rela tions with  
a sworn enemy who despera tely need s every kind of goods th e United Sta tes 
can supply. It  is even more incredib le to hear some proponen ts of this idea 
suggesting th at  we offer concessions in the  form of long-term credit s and  “most 
favored nation sta tus” to fac ili ta te  the movement of such goods at  the least 
possible t roub le to the  Communist nations.

Upon close inspection I can find noth ing to jus tify an ear ly expansion of 
East-West trade  but a thoroughly unrea list ic and naive  hope on the  pa rt of 
the Adm inis trat ion th at  such a prog ram would facil ita te the  development of 
an accommodation with In ter na tio na l Communism.

The gre at hope of those who propose “bridge b uild ing” and the  expansion (a t 
our expense, of course ) of East-W est  trade  can be described with  one word— 
“de tente.” They seem to believe the whole idea of rapp roachm ent with  the 
Communist nations  must begin with a benevolen t and generous att itu de  on the 
part of the  United States. Noth ing is requ ired  of the  comm unists  but acquies
cence with our plans .

In other words, what is proposed is a program which may, in some far - 
dis tan t time, fac ilit ate  normal relations  with  our comm unist enemies  but which, 
in the immediate  future , will merely  fac ili tat e the ir abi lity  to supply the mate
ria ls of war for the ir comrades in Nor th Vietnam.

The game proposed here, in the  disc redi ted name of “detente ,” is a dan ger 
ous one involving the  fu ture  security of the ent ire free  world. It actu ally  res ts 
on the child ish belief th at  we can shame a cynical and  determined enemy into  
foregoing  its aim of world  domination for  a “sweetness and light” rela tionship  
with  the  United  States.

A joi nt sta tem ent  by Sena te Minority  Leader Ev ere tt Dirksen and House 
Minority Leader Gerald Ford  recently  described the  reason  why Republicans 
in Congress intend to hold the  line again st “bridge-building” to Communist 
nations. They p ut i t this way :

“It  is neither sensible nor safe to strengthen  in the slig htest degree the hand 
of an enemy which is at  this  moment  str iking down young Amer icans in Viet 
nam—and in every corn er of the  globe consp iring actively for our dest ruct ion 
as a people.

“Where and when in the  Senate and House  we have taken thi s stand , we 
have done so for  th is reason and  none other . If, in the months to come, we 
should be given good and  convinc ing reaso n to expect otherwise of the  Com
mun ists—Red and Yellow—we shall be pleased indeed  to reassess  ou r own thin k
ing in thi s regard.”

Needless to say, since  th at  sta tem ent was made  in December 1907, almos t 
every inte rna tional  development has  strengthened the  fa ct th at  the Communists—■ 
Soviet and Chinese alike—have no intere st in peace on any thing but their own 
term s. Ju st  recen tly, the  Viet Cong assault  on the  U.S. Embassy in Saigon and 
the cap ture of the  Amer ican ship “Pueblo” and  her 83-man crew by Nor th 
Korean  Communists h ave  hardene d a nd rein forced the  idea  t ha t the Communists, 
fa r from mellowing, are  push ing up thei r time tab le of harassment and aggres
sion. The new Soviet fleet in the Medite rran ean , the huge shipm ent of arms and  
mun itions to the  Arab natio ns, the  presence of 2.500 Russian techn icians in 
Egypt and Syria , these are the  kind of bridges the  Communists  are  building . 
Their  bridges are “bridges to aggress ion” and  the y make  no bones abou t it.

The Eas t-West tra de  “bridge” und er discussion here—fa r from promoting 
eventual peace—would work  for  the  continued slav ery of the captive peoples 
of Easte rn Europe . Fo r the  p rogram h ere proposed would benefit the  Communist 
regimes which hold these people in submission. It  would work a gre at benefit 
for  the  Communist ru ler s and again st the  ruled for  the  government and aga ins t 
the  people.

What isn’t gene rally understood in thi s country  is th at  trade,  under Com
munism. is a pol itica l tool which is wielded by the  State. It  bears lit tle  or no



resemblance  to the free  enterprise  system in the U.S., yet  the  proponen ts of East -We st tra de  cont inua lly tal k as  though such exchanges could be judg ed by western standa rds .
We often  hear the  argument  th at  an expanded  East -We st trade  program could be car ried out  to mutual advanta ge withou t sending the  Communists any thin g of str ate gic  value. Yet our  experience along these  lines  ind ica tes  that  hundred s of American exports to Communist coun tries  lend themselves directly to use by the  enemies of American fighting men in Vietnam. And, even our so- called non-stra tegic  goods can benefit the  Communists in the ir war-making endeavors by enab ling them to divert fac ilit ies  and manpower to mi litary  production.
In conclusion, let  me say th at  we are  today confronted by a determined, ruthle ss and  stro ng enemy—an enemy which is extending his mi litary  might  on a worldwide basis—an enemy which is engaging us in a full-scale  war  in Vietnam and  har ass ing  us in Nor th Korea—an enemy which deserves to be tre ate d as an enemy.
Under these  circumstances,  the  whole idea  of “building bridges for peace” is downright ridiculous.  And I strongly oppose any effort to expand American tra de  with Communist nations  and  thereby strengthen  this  enemy’s abi lity  to wage war. A noted author, Mr. Eugene Lyons of “Rea der’s Digest,” had  described  the  American “bridge-building” prog ram as “Operation Suicide.” I agree with  th is description.

Sta te m ent of H on . J o h n  T. M yers , a R ep res en ta ti ve in  Con gr es s F rom  t ii e  
Sta te  of I n dia na

Madam Cha irman, I do appreci ate the  opportunity  to presen t these brie f observations on the  subjec t of East -West tra de  and the impact of such trade  on the  United S tates and. in turn, on the  conflict in Vietnam.
May I say from the outset th at  I favor new res tric tion s on U.S. tra de  with Russia and  its  satelli tes  and  any nat ion ass isting the  Communist enemy in Vietnam.
The present Admin istratio n’s efforts  to build  bridges between Ea st and West apparen tly ignore a very fundam ental lesson we should have  lear ned  2G years ago when the Jap ane se a ttac ked  l ’earl  Harbor .
That att ack sha tte red  the drea ms of ano the r Adm inis trat ion which fel t that  shipping scra p iron to our potenti al enemy would open the door to peace. That dream is ju st  as  dangerous  today as it w as then .
After the  at tack  on Pea rl Harbor, we did halt all trade  with  our  enemy. P,ut today we find the  Adm inist ratio n pushing for  new agreements with Russia and its sate llites .
It  should make  no difference to the  U.S. whethe r the goods to be traded  are  on the  much expanded list  of so-called non-stra tegic items or hardw are  such as guns and  ammuni tion.
Every  item we provide the  Communist world  should be considered stra teg ic in the  sense that  such trade  permit s the  Communists to divert the ir ind ustrial  machinery  to the  produc tion of weapons bound for Vietnam while we help them meet th e dem and f or consumer goods at home.
About 80 perc ent of the weapons and stra teg ic mater ials of wa r have been supplied to t he  Communists in Vietnam, n ot by the Red Chinese but  by the Soviet Union and he r E as t European sate llites .
We also should  tak e a hard look at our  trade  rela tions wi th such nations  as Grea t Br ita in which  continues to deal with  North Vietnam and perm it ships to steam  into the  port o f Haiphong on a re gular  basis.
I urge the  Subcommittee to re-examine U.S. foreign policy object ives with an eye toward ha lting  all trade  with those nat ions dealing with the North Viet namese governmen t so long as Americans and our allies are  fighting and dying in S outheast  Asia.
As you are aw are  I am co-sponsor of legis lation which would esta blish a committee to study the  impact of East -West tra de  and ass istance  to nat ions which support aggression, direc tly or indirectly . May I compliment the  members of thi s subcommittee  for  moving ahead on your own to exam ine all the  ramifications  of East -We st trade. This  is an example of Congressional ini tia tive which I hope to see m ore of in the fu ture  and which should not go unnoticed by advocates of a s tron ger  legis lative branch.



69

Sta tem en t  of  I I on E d R e in e c k e , a R ep res en ta ti v e in  Con gr es s F rom  t h e  
S ta te  of  Cali fo rnia

I f  we  a re  to  en ga ge  in a f ru it fu l di sc us sion  on th e po te n ti a l be ne fit s of  E as t-  
W es t tr ade, we ha ve  to  begin , i t  seem s to  me, by as kin g th e  fo llo wing qu es tion  : 
W hy  do  th e co untr ie s of  th e  Com m un is t Bloc  en ga ge  in  co mmod ity  tr a d e  w ith  
fh e cap it a li s t countr ie s of th e  W es t?  W e know  from  pas t de ca de s of  ex pe rie nc e,  
as  well  as  from  th e ir  offi cia l st a te m ents , th a t th e  le ad er s of  th e  co mm un is t co un 
tr ie s  a re  m ot iv at ed  by a st ro ng  ideo logica l bia s aga in s t tr ad in g  w ith cap it a li st  
co untr ie s on  a lo ng -ter m ba sis. The y ha ve  been  co nd it io ne d by th e  do gm as  of  
M ar xi sm -L en in ism  to  be lie ve  th a t  th e  cap it a li s t countr ie s a re  ho pe less ly  de pe nd 
en t fo r th e ir  su rv iv al on an  ex pan din g m ar ket . I t fo llo ws, ac co rd in g to  th e 
se lf -s er vi ng  po li ti ca l dogm a, th a t if  th e  co m m un is t countr ie s wou ld  ag re e to

* bu y less  fro m th e  W es t, th ey  co uld by  su ch  ac tion  he lp  to  sh ri nk  th e m ar ket  
fo r “w or ld  cap it a li sm ”. W he n th a t ha pp en s, pr es um ab ly  th ere  wou ld  “in ev i
ta b ly ” follo w a se ve re  de cl in e in  pro du ct io n an d a sh arp  ri se  in  un em ploy men t. 
In  S ta li n ’s l as t,  if  le a s t in sp ired , es sa y,  pu bl ishe d a few m on th s be fo re  hi s dea th , 
he  ga ve  us  th e  be ne fit  of  his  pr op het ic  i tow ers  in th e re al m  of w or ld  tr ad e  as

* fo ll ow s:
T he  sp he re  of ex plo it at io n  of  th e  w orld’s re so ur ce s by  th e  m ajo r cap it a li s t 

co untr ie s wi ll not  ex pa nd , bu t co ntr ac t.  T heir  opport un it ie s fo r sa le  in th e 
w or ld  m ark et w ill  dete ri o ra te , and th e ir  in dust ri es w il l be  oper at in g  mor e 
and  mor e be low  ca pa ci ty . T hat,  in  fa ct , is  w hat is  m eant by th e  de ep en in g 
of th e ge ne ra l c ri si s of th e  w or ld  cap it a li s t sy stem  as a  re su lt  of  th e  dis 
in te gra ti on  of  th e  w or ld  m ark et. 1

W e a re  al l aw are  of co ur se  th a t th e  me n wh o ru le  R uss ia  to day  know  bet te r.  
The y a re  not quit e as  ta le n te d  in  th e  a r t of se lf -d el us ion as S ta li n  was . The y 
kn ow , too,  th a t he  w as  no t re all y  a ve ry  good  econom ic pro phet e ither . N ev er 
th el es s,  th ey  re m ai n fu ndam enta ll y  th e  poli ti ca l c re a tu re s an d th e do gm at ic  
di sc ip le s of  S ta lin  in  th e  se ns e th a t th ey  co ntinue to  be gu ided  in  th e ir  ac tion  
by an  ir ra ti ona l host il it y  to th e  fr ee  nati ons of  th e  W es t, by  a pa th ol og ic al  ur ge  
to  wea ke n th e ir  econom ic fo undat io ns by any mea ns , fa ir  or foul . As long  as  
th ey  pers is t in  th is  ef fo rt,  th e  pre se nt So viet le aders  wo uld no t li ft  a fin ge r, if  
it  w er e enti re ly  up  to  them , to  he lp  a sing le  no n- co m mun is t co unt ry  ex pa nd  
it s co mmod ity  sa le s in th e w or ld  m ar ket . Th ey  st il l co ns id er  it  to  be  th e ir  
“s acre d” mission  to  “d es troy  cap it a li sm ”, to “l ib era te ” th e  se lf -g ov er ning  nati ons 
in th e  wor ld  of  th e ir  free do m, th e ir  inde pe nd en ce , th e ir  econom ic and social 
we ll-be ing .

T he  fa c t th a t th e  le ad er s of Moscow an d th e  o th er cap it a ls  be hind  th e  Ir on  
C urt a in  a re  to da y im port in g a  w id e vari e ty  of  mod ern te ch ni ca l pr oduct s from  
th e W es t sh ou ld  no t m is le ad  us.  T h is  fa c t h as  to  be view ed  as  ev iden ce  of 
som e ki nd , bu t it  canno t m os t em pha tica lly be  ta ken  as  an  in di ca tion of th e ir  
re ad in es s to  “ liv e and le t live” in  pe ac e w ith  th e  dem oc ra tic nati ons of  th e 
wor ld . T he  fa c t th a t th e  co m m un is t- ru le d co untr ie s a re  ac tive ly  in te re st ed  in 
tr ad in g  w ith  th e W es t sh ou ld  be  re ad  as  eloq ue nt  ev iden ce  of so m ethi ng  qui te  

a  di ff er en t. I t  sh ou ld  be  re ad  as ev iden ce  of  th e  ch ro ni c in ab il it y  of  th e  Com
m unis t ty pe  eco nomy  to  ke ep  up  w ith  te ch no lo gi ca l pr ogre ss  in th e ci vi li an  
bra nch es  of  pr od uc tion  on th e  ba si s of  th e ir  own re se ar ch  an d de ve lopm en t. 
So muc h of  th e ch oice  r es ou rc es , m an ageri a l sk ill , an d re se ar ch  ta le n t is de vo ur ed  
by th e  w ar -m ak in g in dust ri es of  R uss ia  an d it s  sa te ll it es a s  to  leav e th e ci vi lian

« br anches of pr odu ct io n ef fect ively dra in ed  of  ne w pr od uct io n idea s,  and he lp 
le ss  in  th e  fa ce  of  w or ld  co mpe ti tion s.  The  m ac hi ne s de sign ed  by th e  su b-s ta nd
ar d , un de r- st af fe d ci vi lian  re se arc h  in s ti tu te s of  th e  Com m un is t co untr ie s,  
ac co rd in g to  th e  pu bl is he d re port s of th e ir  ow n ec on om ists , le ad  to  a sy st em at ic  
w ast e  of  cap it a l an d to  d is tr es si ngly  low  leve ls  of  av era ge w ork er  pro duc 
tiv it y . Thi s ap pl ie s al l ac ro ss  th e  boa rd —to m in in g m ac hi ne ry , ro ad -b ui ld in g 
eq uipm en t, an d m ac hi ne -too ls  an d pr es se s us ed  in th e m anufa ctu re  of  au to 
mo bi les , tr uc ks , an d tr acto rs .

To  ci te  one ex am pl e : In  th e Sov ie t co al  in dust ry  to da y,  ac co rd in g to  t he  o ffic ial 
pr es s,  av er ag e la bor p ro duct iv ity  (i.e. to ta l annual to nnag e di vi de d by  th e  num 
ber of  w or ke rs ) is  eq ua l to  15 per ce nt of  per w ork er  ou tp u t in  th e co al -m in ing 
in dust ry  of  th is  co un try.  In te re st in g ly  en ou gh , in  19G0 So vi et  la bor pro duct iv ity  
in coal m in ing w as  eq ual  to  25 per ce nt of  our leve l in  th e sa m e yea r.  In  re la ti ve 
te rm s,  th e ge ne ra l d ri ft , in  fa ct,  is  cl ea rly  bac kw ar ds,  a s  f a r  as  So viet  ci vi lian  
te ch no logy  is  co nc erne d.

1 J . Stali n,  “Economic Prob lem s of Socialism in tlie  U .S.S .R., ” New York, 1952, p . 27.
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It  is no t surpris ing,  the refore , th a t the  pu rcha sin g ag en ts of the com mu nis t coun tri es  ar e busy buy ing  advance d mode ls of  product ion  ma chine ry in the  m ar ke ts  of the West. The hig hly  pub licized  $300 mill ion  deal wi th the  F ia t Com pany  of  Italy,  concluded  in May 1006, to bu ild  a modern autom obile  pl an t in Ru ssi a, and the reby  hel p Sov iet tech nology  in th is  field wipe ou t a tech nological lag  of some two  dec ade s is no t un iqu e in th is  respec t. Wh ile  it  is rel at ively large , it  is  oidy one of  several  dozen  of “tu rn -key ” pl an ts  th a t ar e at  pr es en t bein g dragge d beh ind  the Iron  Cu rta in  only  to slam th a t cu rtai n dow n again , un til  a new  list  of st ra tegic equ ipm ent  is draw n up fo r pr ocurem en t in the  West.
With in the  pa st  2-3  ye ar s alon e, th e com munis t co un tri es  have procured  in the  We st a wide va riet y of adv anc ed tech nology  in package d form,  suc h a s : pow er plan ts,  tub e mil ls, fire cor d pla nts , sy nthe tc  fiber  pl an ts,  in du st ri al  che mic al plan ts,  cargo ships, tank er s,  fish ing vess els, ste el mil ls, pu lp mil ls, comp ute rs,  pl an ts fo r ma kin g acetic acid , phosphoric acid , synthe tic  ur ea , polymers, an d othe r m ode rn indu st ria l mate ria ls.
I t is no t too diff icul t to see the long-term  econom ic se lf- in te rest of  the commu nis t co un tri es  beh ind  the se ca re fu lly  select ed pu rcha ses of package d soph is tica ted  pro duction  equ ipm ent . W ha t is fa r less clea r to th e average cit ize n of th is  co un try  is wha t pa rt ic ul ar  long-term  in te re st  of the W es ter n busin ess  commu nit y is served  by the se tra nsac tio ns . Th ese  pu rcha ses of “tu rn -key ” pl an ts  mus t be accepted fo r wha t the y are,  name ly a well-o rga niz ed cam pai gn of selective procure me nt,  aim ed  a t the  con venie nt tr an sf er of tec hn ica l capa bi lit y fro m th e We st to Ea st , a t th e low est  possible cos t in  ou tla y in research  an d developme nt res ource s on civ ilian  branch es of pro ducti on  on the  par t of the  com mu nis t cou ntr ies . The ne t effect of th is opera tio n, it  seems to me, is to pla ce the West at  a st ra tegic disadv an tage . Wh ile th e comm unist co un tri es  ar e bu ild ing  fu ri ously ever  newe r an d more dea dly  wea pon  sys tem s, the West is in effect  su ppo rting  th is  effo rt, ra th er  obl igingly,  by helping  to imp rov e th e techno logy and modernize the pro du cti ve  ca pacit y of the  comm unist co un tri es  in the kind  of civ ilia n e qu ipm ent t h a t wil l ra ise  produ cti vi ty  and  he lp to maint ain public mo ral e in the se coun tri es  at  an  ad eq ua te  level , rega rd less  of how muc h ta le nt the  Com munis t governme nts  wa ste  on the  des ign,  productio n, and testi ng  o f m il ita ry  end pro duc ts.

Statement of H on. M. Gene Snyder, a Representative in  Congress F rom tii e 
State of Kentucky

Ma dam  Ch air ma n,  I wish to th an k the  members  of the sub com mit tee  fo r the  op po rtu nit y to pr es en t th is  sta temen t tod ay  in an effort  to refl ect  w ha t I beli eve to be no t only  my own views, bu t the  views of th e m aj or ity  of th? people in the  Congr ess ional D is tr ic t th a t I rep res en t.
At th e ou tse t, le t me say  th at it  ap pe ars to me th a t the  idea of expand ing  East - West trad e with  t he Sov iet Union an d its  sa te lli te s a t a mom ent when the  Sov iet Union is sup ply ing  tho se figh ting  ou r tro ops in  Vie tna m should  be repu gn an t to the Am eric an people. Fra nk ly  I am conv inced th at  it. is. I reco gnize the fa ct  th at  rec ent  ac tion of  th e House  in reg ard to the  Gross am end me nt to the  Fo reign Aid bill  ind ica tes  th a t my thi nk ing is cu rr en tly  in th e Mi nority amo ng the  Mem bers  of the Hou se. If  I reca ll correctly, th e Ho use  rev ersed it s pos itio n by a rec ord  vote,  as  a re su lt of  th e conferenc e with  the othe r body, on an am endm ent to the  Foreign Aid bil l wh ich  invo lved  the bas ic sam e pr inc ipl e as  I spe ak ab ou t here.We al l know  th a t Sov iet spok esm en have  pro mised  pub licly to double th is  ye ar  the  flow of rifles,  ma chine  guns , mor tars,  ar ti lle ry , and  am mu nit ion , th e MIG -21 figh ters,  an d the grou nd -to -a ir mis sile s being  sup plied to th e Vie t Cong an d the  No rth  Vie tnamese.
I t would seem  to  ha ve  a mos t de st ruct ive effect on the  world at ti tu de toward the Un ited St ate s, if, a t th is  moment—t oday  wh ile  Sov iet tro ops ar e no dou bt sti ll in Cuba off ou r co as t and wh ile  the y ar e aid ing  the  No rth  Vietnamese —we should  ex pand o ur  tr ad e with  th e Sovie t Union or  i ts  sa tel lites .
Tru e, we should  ac t in ou r own na tio na l bes t in te re st  in all  mat te rs , bu t I have  difficu lty, an d I bel ieve the Am eric an people gene rally  have  difficulty,  in un de rsta nd ing how we can be ac tin g in ou r own na tio na l bes t in te re st  by bo lst eri ng  th e economies of those who  ar e supp or tin g th e enemy in No rth  Vie tna m toda y— tho se who ar e ki lli ng  Am eric an boys, an d a t th e sam e tim e cos ting th e Am eric an taxp ay er  a fo rtun e in th a t conflict. I f  th is  de facto war  wa s in fa ct  a decla red
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war,  such trade  on the  pa rt of American enterprise  would he punishab le und er 
the law as giving aid and comfort to  the  enemy.

There  is a  stron g drive, not only by the A dminist ration, bu t by those who would 
make  a profit at  the  expense  of our  fighting men, to incre ase our  shipmen t of 
goods to  o ur activ e enemies. Our col league  from Cali forn ia (Mr. Lipscomb) back 
ear ly in the year, informed the  House th at  the Secu rity Community was not  even 
consu lted before t he official bars  agains t such shipments were relaxed.

It  is tru e th at  the  moral jus tifi cat ions of the  Vietnam war have  been, of late,  
the subject of extensive  public  controversy. Everyone from  t he  bearded Vietn iks 
to peace-loving college professors has  seen fit to decry the imm oral ity of 
American involvement in Vietnam. Members of the  House and  the  other body 
have even gotten in on the ac t.

The  public has  been subjected to sit-ins, lie-ins, dr af t card burnings,  flag 
burn ings , Pentagon  demo nstrations, and  every imaginable kind of  prote st again st 
Vietnam policy and the  “imm oral  wa r.”

Bu t I say to you here today th at  our m oral resp onsibil ity is to those  American 
sons, fa ther s and  husbands whose blood is being spille d in the  jung les of a 
small country  thou sands of miles  from their homeland. Wh ether we believe the  
wa r to be righ t or whether we be lieve it to be wrong, the  t ru th  is th at  American 
boys are there fighting—th e ma jor ity  of them  are the re und er compulsion— 
and  they  deserve our tota l suppo rt. The suppor t th at  they deserve is not  and 
must not be limited  to the supplying of these American  boys with the ars enals  
of war , but  i t also mu st include the  best use of the  g rea t economic power of thi s 
country  in its deal ings  with  other nation s.

The  Government of th is  cou ntry  has  committed its  fight ing men to thi s con
flict, and  whether the wa r is moral or immoral—I say to you here  today—th at  
noth ing could be more immoral  tha n the  fai lur e to tot ally suppor t those  who 
fight there. It  seems patent ly clear to me th at  any  increase d tra de  with  Soviet 
bloc countries, or as a matt er  of fac t, the con tinu atio n of any exist ing trade,  is 
not giving  to tal supp ort to our armed forces in Vietnam. I believe, and I believe 
that  the  major ity  of the  American  people agree , th at  noth ing could be more 
immoral or near crim inal  tha n for  th is country  to tra de  with the very nat ions 
who are a iding in the slaugh ter  of Am erica ’s young men.

Madam  Chairman, I recently  received a le tte r from the  bro the r of one of 
America’s fall en fighting men, which I feel eloquently expresses the  feeling of 
most Amer icans with regard  to tra de  with Communist bloc nations. I ask 
unanimous  consent to include thi s let ter  as a pa rt of my sta tem ent here today. 

Hon. Gene Snyder,
Congressman, House of Representatives,
Washington, D.C.

Hear Sir : It  is beyond my comprehension  to under stand why officials in au
tho rity can advocate  tra de  to Communist bloc nat ion s while the  blood of our  
youth  is being spilled on fo reign  soil again st those to whom they advocate  trade.  
Pre mier Ky would not lower him self  to  such a fallacy.

Last week the  first  hurdle  was  successfully taken by those  capitali sts  who 
would profit, monetari ly, by financing a Fi fty  Million Dollar  automobile plant 
within the  Soviet Union. Machinery to be ins talled in thi s plant would be pu r
chased from American manufactor ies.  Such a pla nt could easily be converted  
to produce w ar m ater ials .

It  is my opinion th at  all those who would give aid  and comfort to our arc h 
enemies, and make no m istake about it  they are  our arch enemies, are trai to rs  to  
the  American cause. I cann ot in conscience supp ort individ uals or groups th at  
would jeopardiz e our freedom or her itag e for  the  sake  of a dolla r.

My broth er, Pfc. Victor II. Van Vactor.  United Sta tes Mar ine Corps, gave his 
life fighting the communist s in  Vietnam. The lea st the Uni ted Sta tes Government 
can do is to supp ort our  men in Vietnam and throug hou t the  world 100%. There 
is much diss ent among the  government officials in Washington over the  wa r in 
Vietnam whether we are rig ht or wrong. Whi le it  is an issue with some, they 
should  not lose sigh t of the  fact  lh at  their dissent openly, w’hich is their  God 
given righ t, is kill ing our men in Vietnam by prolonging the  wa r and supplying 
propaganda to the  enemy.

Any allied  country  of the  Uni ted Sta tes  who dire ctly  or indi rect ly tra des with 
North Vietnam should  be cut off of American aid  immediate ly. The pilo t who 
shot  up, so they say, a Bri tish  fre igh ter  off th e c oast  of Vietnam, whether he was 
rig ht or wrong, in my opinion should  have received a medal for  his action.  The 
ship should have been sunk by o ur naval super iority.
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Tlie communists are out to eventually control the world whether it be by ag
gression or from within the borders of a nation, through elections or revolutions 
the end will just ify the means. Once a nation is enslaved by communist sup
pression there is littl e hope for them to retu rn as free men.

Sincerely yours,
E dward E. J one s.

Statement of II on. Larry Win n , J r., a Representativ e in  Congress F rom 
th e State of Kansa s

Madam Chairman, the United States is engaged in an all-out fight to stop 
the brut al and cruel aggression of Communism in Southeast Asia. Thousands 
of American fighting men have al ready laid down t heir lives in defense of free- wdom and thousands may still do so before the aggression is stopped. We have 
spared no effort to provide these fighting men with all the means necessary to 
pursue their vital task. But, paradoxically, we have not yet taken some of the 
most obvious and most important steps to diminish the enemy’s aggressive power.

North Vietnam is an enemy under active atta ck, with it s economic strategic base 4
badly shaken and unable to support its aggressiveness. I t is obvious th at in such 
a situation  our enemy is vitally dependent on strategic and non-strategic supplies 
from abroad if lie is to continue his aggressive activities. Now, it is hard ly a 
secret tha t an overwhelming share  of these supplies is being furnished by and 
shipped on vessels flying the flags of Communist nations. Without the ir support 
in war materiel and other supplies North Vietnamese Communists would soon 
be forced to give up thei r aggression upon thei r neighbor to the South.

While we all seem to recognize th e vital dependence of North Vietnam on its 
Communist friends, in our official policy we somehow seem to be unable to see 
the essential link between the help t hat we ourselves furnish  to these Communist 
friends of North Vietnam by tra ding with them and the help t ha t they continue 
to provide to our enemy in Southeast Asia.

It could be called merely a paradox, if it were not so appallingly far-reaching 
in its dire consequences, that we persis t in tradi ng with, and thereby aiding, the 
principal  mainstays of a country with which we are locked in combat. What  is 
even more appalling is tha t we hear persis tent voices in favor of increasing 
this trade.

We are told tha t our trade  with the Communist countries is to our benefit, 
in the national i nteres t; we are exhorted to believe t hat increased trade  with the 
Red East  will lead to an even greater relaxa tion of world tensions and to a 
better mutual understanding which forms the base of a lasting peace. I  am quite 
willing to agree tha t all these are lofty goals, tha t they would be acceptable 
excuses for maintai ning or even increasing peaceful trad e with the Communists 
were it not for the cruel reality  tha t one pa rt of the Communist world is today, 
this very minute, attack ing our positions, k illing and maiming our men.

The question posed by what I have jus t said has been customarily summarily 
countered by the dismissal: “What assistance can our trade with other Com
munist countries possibly give to North Vietnam ?” I would tend to accept the *
words of this dismissal, but I would also put them in the form of a serious, 
soul-searching, honest quest ion: What  help, indeed- do we render to our enemy 
by tradin g with our friends?

It  is a question which must be answered to find the correct direction of the 
most important aspect of our foreign policy. I am, therefore, earnestly  urging *
this committee to support the resolution to make a thorough, in-depth study of 
the impact of East-West tra de on the war in Vietnam, as the first, mild and mini
mal step tow ard a sensible and realis tic economic policy in support of our m ilitary 
policy.

In present circumstances, we cannot afford not to know the precise impact of 
our commercial relations with the Communist world on the Vietnam conflict; 
and once found out, we dare not fail to take appropriate steps. When aggression 
has ceased, we can trad e again for the sake of tradin g—but not until then.

Mrs. K elly. The  subcom mit tee will a djo urn.
(W hereu pon, at  11 :55 a.m., the subcom mit tee ad jou rned .)
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H ouse of Representatives,
Committee on F oreign Affairs,

Subcommittee on E urope ,
Was/iington, D.G.

The subcommittee met, pursuant to call, at 10:15 a.m., in room 2255, 
Rayburn House Office Building, Hon. Edna F. Kelly (chairm an of 
the subcommittee) presiding.

Mrs. Kelly. The subcommittee will please come to order.
We meet this  morning to continue our hearings  on East-West trade 

and related matters.
At our first hearing on Ja nua ry 30, we heard from several Members 

of Congress who have a strong interest in this  subject.
Today we are very pleased to  have with us witnesses from the De

partment of State. They are Hon. Charles E. Bohlen, Deputy Under 
Secretary for Political Affairs, and Hon. Anthony W. Solomon, Assist
ant Secretary fo r Economic Affairs.

Ambassador Bohlen, this  is your first appearance before our sub
committee in your new role as the Deputy Under Secretary of State. 
1 want to congratulate you on your present assignment and to express 
the hope t ha t the friendly and rewarding relations which have long 
existed between you as the American Ambassador to the Soviet Union 
and then to France, and our subcommittee, will continue.

Before we begin, I should like to make a few brief observa tions:
This is a presidential election year and the current session of  Con

gress will probably be shorter than  usual. Consequently, the prospects 
of any major legislative breakthrough in the  field of East-W est trade 
are rather slim for 1968. This had led some people to question, if  not 
the value then, at least, the timing of our hearings.

I personally feel th at the issues involved in East-West t rade are of 
such great importance tha t we should not delay this un de rta king - 
even though the chance of  gett ing any legislative action is slim this 
year. I believe tha t most of the members of our subcommittee, and 
of the full committee, share this feeling.

The reasons for going ahead with our hearings are rather obvious:
During the past few years, trade between Eastern Europe and the 

Soviet Union  on the one hand, and our Western friends and allies on 
the other, has been increasing at the ra te of nearly 20 percent per  year. 
This year the to tal volume of trade between the Easte rn and the West
ern European countries may reach the $10 billion mark.

The United  States has been an interested observer, but certainly 
not a full-fledged parti cipant, in these developments. As a mat ter of 
fact, while East-West trad e continued to grow—while Presiden t John-
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son proclaimed the policy of peaceful “bridgebuilding'’—the Congress went ahead enacting new and increasingly effective restrictions on U.S. commercial and financial dealings with the Communist world.We are familiar  with some of the reasons for these enactments. Whatever thei r merit, the fact remains that in the  field of East-Wes t trade and other exchanges, the United States has been completely— and perhaps permanently—outpaced by our allies. This, in turn , has tended to create some problems for  us in Western Europe and other areas.
Have these developments been good or bad from the standpoint of U.S. national interests ?
Is there anything we can do about them ? I f so, what ?
We hope to ask these and many other questions of our witnesses. We plan to continue these hearings  for quite some time. We have at least six major departments and agencies th at we would like to hear from. After tha t we will begin taking testimony from private witnesses. And there, I think, we may encounter some interes ting views. I have a fee ling th at our private business community will have something to impart to us on this subject.
Ambassador Bohlen, we will ask you to speak first. A fter  you complete your testimony, we will hear from Secretary Solomon. The subcommittee will then present questions to both of you.
STATEMENT OF HON. CHARLES E. BOHLEN, DEPUTY UNDER 

SECRETARY OF STATE FOR POLITICAL AFFAIRS
Ambassador Bohlen. Madam Chairman, first of all, let me thank you for the kind words you spoke with regard  to my new a ppointment. I certainly share your hope and I am convinced tha t the previously pleasant, friendly, and cooperative relations which I have had the pleasure of having with your subcommittee will continue.
I trus t tha t you will bear with me in this task of talking on East- West trade, as I  have only last week re turned  to that  subject, having been for  the last 5 years preoccupied with Franco-American relations.I would like to make a few general remarks with regard  to the political rationale of tra ding  with Eastern Europe, including the Soviet Union, and then turn it over to Assistant Secretary Solomon, who is much more familiar with all of the  deta ils of the economic aspects of this trade.
The first th ing I would like to say is, the term “East-West trade” is really a misnomer because it only applies to Eastern and Western Europe and does not apply to the whole world. When we talk  about East-West trade , we really mean trade  with the Soviet Union and Eastern European  countries, the countries that have Communist systems.
In  regard to the other Communist countries of the world, such as China, North Vietnam, North Korea, and, I might add, Cuba, there is virtua lly a total embargo on our trade with them so these do not figure in these hearings, I would think.
In addition , when we speak of trade, we really speak of only trade in peaceful items. The strategic  items, items of milita ry value, atomic value, are all prohibited, not only by the U.S. lists, but also by the
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Th ere  may be a few i tems on the list  whi ch we w ould clear fo r t rade  
as nons tra teg ic which  some mem bers  o f the  com mit tee migh t con sider 
str ateg ic,  bu t thes e are  the  normal diffe rences of opinion  th at  ari se 
on an y ques tion.  So, in  general , wh at  I th in k we are ta lk ing about 
here is peac efu l t ra de  w ith  th e Sov iet  Unio n an d Eas te rn  Euro pe.

Our  allie s in N ATO  joi n w ith  us in  COCO M in accepting volun tar ily  
a numb er of  res tri cti ons with  rega rd  to str ateg ic  items. Thus, I  th in k 
the figu res  that  M rs. Ke lly  r ef er re d to reall y ap ply lar ge ly  to  p eaceful 
trad e an d not , st ric tly  speak ing , to str ateg ic  item s, tho ug h t th in k 
there may be some d iff erence betwee n the  U.S . li st and the  CO COM l ist.

► In  effect, wi th  th e Sovie t Un ion we hav e nev er—o r wi th  the  cou n
tr ie s o f E as tern  Eur op e—we ha ve never a pp lie d a ny  re all y m ajo r tr ad e 
res tri cti on s of  an embar go na ture . Th ere  were  ce rta in  lim ita tio ns  pu t 
in d ur ing t he  Ko rean  war .

* I  th in k one of  t he  reason s why we at tach  importance to Ea st- W est 
trad e fro m the  po lit ica l po in t of view is because of  its  effect on de
velopm ents in Eas te rn  E urop e. I f  you  wil l pe rm it me a  l itt le incurs ion  
into M arxist ph ilo sophy or  ideo logy , th is rel ate s very much to the 
sub jec t in  quest ion.  One of th e ten ets  o f M arxist thou gh t was th at  n a
tio na l boundarie s were  art ifi cia l an d did  no t rea lly  have any va lid ity . 
Once you  ha d a Socia lis t sys tem ins tal led  in the  wo rld  or  in part  of 
the world , th is would  tend  to  eliminate th e importance of  na tional 
bound arie s. Th is theo ry  was  neve r pu t to the  test  in the  ea rly  days of  
the  Sovie t regime  because th e Comm unist system,  o r t he  Soc iali st sys
tem , as they call ed it,  wa s in force only in one country . It , in tu rn , was 
in to ta l con trol of  the Comm unist  Pa rt ie s of  all  of  the wor ld, whi ch 
foll owe d bl ind ly the Sovie t lead in every respect. I t  was only  af te r 
W or ld  W ar  I I  when the Comm unist  system was ins tal led —by forc e, 
rea lly —in  E as te rn  E urop e,  tha t the question real ly was p ut  to  i ts tes t.

Th e fir st sign th at the  t he ory was not va lid  was the brea koff i n 1949 
of  Yu gosla via  fro m the  control of  Moscow. Yu gosla via  does no t take 
any ord ers  or  dictat ion in re ga rd  to he r policies , ei ther  domestic  or 
forei gn , from  Moscow o r an y o ther e xte rna l cente r.

In  the  m iddle fift ies  t he re  were  the  eve nts  in Po land  which you all 
know, and in Hun ga ry , which  reflected the  same des ire of these cou n
tri es , which  we hav e been in the ha bi t of  te rm ing sat ell ite  cou ntr ies ,

* to rea ssert  th ei r na tio na l per son ali ties. Ru ma nia  has  pe rha ps  gone  
fu rthe r than  any  o f the oth ers , b ut  P olan d,  to a ce rta in  degree, has  a s
ser ted  he r independence , h er  r ig ht to act  a nd  think  in Po lish interests . 
Th is,  I believe, is true  of  all  cou ntr ies  and is a na tu ra l his tor ica l

* phen omen on. F a r from be ing  un na tu ra l, na tio na lism and natio na l 
boundaries con tinue to be pe rhap s the  most  im po rtan t factor  in the  
modern wor ld. Any th in k we can  do, the ref ore, to help these cou ntr ies  
rea sse rt th ei r na tio na l pe rso na lity I th in k is in ou r inte rests. It  has 
alw ays  been a tene t of  A me rican forei gn  p olicy to believe t ha t a c oun 
try should  be ind ependent an d in complete command of  it s own policy, 
which  th ey  should be ab le to  devise in a ccordance  w ith  th ei r conception 
of  thei r n ational int ere st.

We  feel th at  trad e wi th thes e cou ntr ies  t ends  to help along the pr o
cess o f exp ressing the na tio na l pe rso na lity of the countrie s concerned.

Fu rth ermor e,  the dom estic si tuati on  in  a co un try  t ends  to respond to  
trad e by prod uc ing more in re la tio n to dem and , by havin g its pric es
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bear some rel ation  to costs, and  to tak e more  into acco unt the tastes 
and d esires o f th e consumer.

Th is ten ds to intr odu ce a ce rta in  divers ificatio n into the  economic 
life  of  a  co untry  and to  weaken the  overal l cont rol , the monolith ic con
tro l of  th e Com munist  P ar ty  over all phases o f n ational life.

Now, natur al ly , the ques tion  of t rade  wi th Com munist  countr ies  does 
rais e a whole series  of ques tions , some of  whi ch are  ve ry im po rta nt , 
some of  which are  less im po rta nt . Pe rh ap s the  most  im po rtan t one at 
the  mom ent is whether  or  not  pea cefu l t rade  wi th these  countrie s makes 
it eas ier fo r them to trad e in mili ta ry  goods wi th No rth  Vie tnam.

I would say  that  ou r answ er wou ld be t hat  i t did  not,  t ha t there is a  
sh arp dis tinction  between the pro duction  of m ili ta ry  items an d t he  spe
cific needs of a given country, and t hat  no denia l o f peacefu l t ra de  wi th 
any  of  these countries, pa rti cu la rly  the  Sov iet Un ion , would  have the  
sligh tes t effect on t he ir ab ili ty  an d wil ling ness to supp ly m ili ta ry  items to No rth  Vietna m.

I also th in k it should be mentio ned  that trad e is a two-way stre et. I  
un de rst and th at  o ur trad e wi th Eas te rn  Eu rope  as a whole, inc lud ing  
the  Sov iet Un ion , is rou gh ly balanced. You can not shut  off trad e to 
the. Ea ste rn  Eu ropean  cou ntri es, inc lud ing  the  Sov iet Un ion , witho ut 
at  the  same time  harming the  Am erican  ex porte r and busin essm an who 
is e nga ged  in wh at we wou ld call leg itim ate  t rad e.

Mrs. Ke lly  mentio ned  the  fact  of the  gr ea t grow th of West ern  
Eu rope an  trad e wi th Ea ster n Eu rope , which is indeed a fac t. I t  is 
tru e th a t we are  fa lli ng  beh ind. I  wou ld agree wi th th at sta tem ent  
and  I  believe we would  on  th e w hole  f avor  th e remo val of  th e e xis ting 
res tri cti ons th at  s til l ope rate on pea cef ul tra de  w ith  t he  S oviet Un ion  
and  wi th some othe r Ea ster n Eu rope an  countries.

I rem ember  before  the  war , when the  recogn ition of  the Sov iet 
I ’nion in  1933 came about, one of  t he  firs t th ing s we did  was a nego tia tio n of  a t rade  ag reement w ith  them.

Th e only quid pro  quo we could  get the n was a Sov iet commitm ent 
to buy  specific  quan tit ies  of goods in the  Un ite d State s because you 
simply  did  no t hav e th e com mercial  elem ent i n the p ict ure which would lead  to a balanced tra de .

I per son ally th ink th at  tra de  is a normal th ing,  reg ard les s of the 
organiz ation  of  a co un try ’s socie ty. I  mu st say I  am in very ful l 
agreem ent  with  the  sta tem ent which was made by the thre e S ecretaries , 
of  St ate , Defense, and Commerce. I  th in k abo ut a y ear an d a h al f ago, 
th at  “ Yo ur  g overn me nt reg ards  commerce in peacefu l goods with 1 he 
cou ntr ies  of  Eas tern  Eu rop e, inc lud ing  the  Sov iet Un ion , as com
ple tely  com pat ible  w ith  o ur na tio na l int ere sts .”

Now, I th ink wi th yo ur  perm ission I  will  tu rn  to Mr. Solom on to 
deal wi th the economic and tech nical aspects of  th is  tra de .

Mrs. K elly. Mr.  A mb assado r, will  you be able to sta y here th roug h thi s mo rning?
Am bas sad or B ohl en . Yes ; I  w ill be  here.
Mi’s. K elly. We wou ld hope  to question you on v arious poli cy ques- 

tions and  reserve questions re la tin g to the  M utu al  D efense  A ssis tance 
Control Ac t and the M utu al Se cu rity Act  fo r Mr.  Solomon.

Am bas sad or B ohl en. He is much m ore  fam ili ar  wi th  th at th an  I am.
Mrs . K elly. Mr. Solomon, you h ave  a ra th er  long sta tem ent here, 15 

or 20 pages. Could you summ ariz e i t for  us ?
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Air. Solomon. I  could if  yo u wish .
Mrs. K elly. I  th in k t hat w ould be  preferab le  because t he re are  ma ny 

que stio ns the mem bers  of the com mit tee  wou ld like to  addre ss them 
selves  to .

We wil l at  th is  po in t pu t yo ur  en tir e sta tem ent in the  record .
(T he  s tat em en t follows :)

Statement of Hon. Anthony M. Solomon, Assistant Secretary of State for 
Economic Affairs

I unders tand you would like me to summarize briefly at  the outset the re
sponsibilities of the Department of State  relat ing to East-West trad e as they 
are  set forth  in existing legislation, how we are carrying out these responsibilities  
and what problems we have encountered. After I have provided you with this 
summary, I shall be glad to answer your questions on these  m atters or on more 
general aspects of East-West trade.

In terms  of the State  Depar tment’s operating responsibilities, the two most 
significant pieces of legislation are the Mutual Defense Assistance Control Act 
of 1951, or the Bat tle Act, and the Mutual Security Act of 1954, as amended (22 
U.S.C. 1934).

the battle act

The Battle  Act represen ts an  authori tative statement  of United States policy on 
the control of strategic trade  wi th Communist countries. The language of Section 
101 of the Act makes it clear  tha t our objective is an embargo to Communist 
countries, not only by the United States  but by other cooperating countries, on 
the shipment of arms, atomic energy materia ls, and items of p rimary  strategic 
significance used in the production of arms.

The Batt le Act has served as the underpinning for our negotiation with other 
countries of strategic controls by them in para llel with U.S. strategic  controls. 
It  provides the basis for U.S. participation in the cooperative mul tilate ral str a
tegic embargo program tha t is maintained through the 15-nation Coordinating 
Committee, or COCOM, although the formation of tha t Committee in 1950 ante
dated  the Battle Act.

The Act also includes a sanction—the termination of all military , economic, 
or financial assistance to any nation that fail s to embargo designated strategic 
commodities to the Soviet Union and the other Communist countries covered by 
the wording of the  Act. Because the sanction is so severe, the Act itse lf in Section 
103(b) provides carefully defined authority to the President to make exceptions. 
This autho rity permits  the President, under certain circumstances, to direct  the 
continuation of aid to a country even though tha t country  “knowingly permits” 
a shipment of a listed commodity to take place. This Presidential authority  does 
not extend to shipments of arms or atomic energy materials.

Presidential determina tions have been made from time to time pursuant  to the 
discretionary authority  provided in the Act, and have in each case been reported 
to the designated Congressional committees including the Committee on Foreign 
Affairs. Aid has not been terminated to any country under the Batt le Act. al
though the Act has served as a bar to the initiat ion of aid  programs in certain 
cases until it was possible to determine tha t the requirements of the Act were 
being met. We believe, as a general matter , tha t the willingness of the President 
to exercise discretion in administering the Act has strengthened rather than 
weakened the hand of the Department of State in negotiating controls with other 
nations.

T should make it clear tha t the Secretary of State  would have responsibility 
for negotiations on strateg ic control policy whether or not there  were a Battle  
Act, but there are  part icular responsibilities set forth  in the Act. Briefly, the 
duties of the Battle Act Administra tor include the fo llowing:

1. The listing of commodities which in the Administra tor’s opinion after con
sultation with other agencies require inclusion on the  Bat tle Act strategic 
li st s;
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2. Negotiating acceptance of an embargo policy for Ba ttle Act items by coun
trie s which are, or which are  expected  to become, aid recipien ts with in the 
meaning of the A ct ;

3. Making recomm endations to the  Pre sident  with  respect to the cont inua tion  
of aid to countrie s making shipm ents of those commodities for which such dis
cretion is perm itted to  the  Preside nt ;

4. Repor ting to designated  Congressional commit tees on all  determinat ions 
made under the Act and on the sta tus of tra de  with  Communist are as of coun
tries for  which deter minations have been mad e;

5. Making avai lable techn ical advice and  assi stance on expo rt control pro
cedures to other n ations desiring such ass ist an ce ;

6. Coordinating those activities of the various United Sta tes dep artm ents and 
agencies  concerned with  security contro ls over exports  from other coun tries .

The Secretary  of Sta te is designated  by the Pre sident  as the Ba ttle  Act Ad
min istrator. The Ass istant Secreta ry of State  for Economic Affairs  perform s the 
dut ies of the  Ad minis trat or by delegation and  serves as  cha irman of the  Economic- 
Defense Advisory Committee, which has rep resentatio n from the Departm ent 
of Defense, Commerce an d T reasury, the  Atomic Energy Commission, the  Cent ral 
Intelligence Agency, and  such oth er dep artments  or agencies  as may have an 
intere st in p art icular  questions. This Economic Defense Advisory Committee has  
a subsidiary Exec utive  Committee which cons iders ques tions  not requiring res
olution  in the  Advisory Committee. It  also has two active working groups : one 
dealing with  changes in. or interp retations of. the  Ba ttle  Act stra teg ic li st : and 
the  second dealing with  enforcement and t ran ssh ipm ent  ques tions having an inter
nat ional aspect. The agency rep resentatio n on these work ing groups is draw n 
from the EDAC agencies which have the most active inte res t in the  ma tte rs com
ing before the w orking groups.

MUT UA L SECURITY  ACT

The second legislative  provision  having specia l importance from the Sandpoint 
of thi s Depar tme nt’s operating  responsibilit ies is Section 414 of the Mutua l 
Secur ity Act of 1954. That Section author izes the  Pre sident  to contro l, “in 
fur the ran ce of world peace and the  secu rity  and foreig n policy of the  United  
Sta tes”, the exp ort and import of arms, amm unition, and  implements  of war. 
other than by a United  States Government agency. The President  has  delegated 
his functions  und er this Act to the Secreta ry of State , including the autho rity 
to designate those artic les  considered  to be arms,  including technica l da ta rela ted 
thereto.  Those designations require  the concur rence  of the Secreta ry of Defense. 
The Office of Muni tions Control of the Dep artm ent  of Sta te also consults closely 
with  the  De partment of Defense in  its  licensing actions.

From  the standp oin t of East -We st trade,  the  operation s under the  Mutual 
Security Act have the effect of assurin g an  embargo on arms exports to Com
munist count ries. We have also prohibited imports  o f a rms  from those  count ries. 
This control  complements the export control responsibi lity of the Atomic Energy 
Commission for  tra de  in atomic energy ma ter ials, and of the Dep artm ent  of 
Commerce for exports  of most othe r commodities.

These three export control  regimes—of the  Sta te Depar tment Office of Muni
tions Control, of the  Atomic Energy Commission, and of the Dep artm ent  of Com
merce—assure  th e prevention of exports from the  United Sta tes  of s tra teg ic goods 
covered by the int ern ational stra teg ic tra de  controls required by the Battle  Act.

I  would like  to poin t out tha t, while  the  responsibi lity for  adm inis tering the 
Export Control Act is delegated by the Pre sident  to the  Secreta ry of Commerce, 
the Dep artm ent  of Sta te performs an impor tan t advisory funct ion under that  Act. 
Section 2 of tha t Act sets  fo rth  the  policy of Congress th at  export cont rols should 
be used to the  exten t necessary  to protect the domestic economy, to  exercise v igi
lance from the stan dpoin t of the  significance of expo rts to the  nat ional secur ity, 
and “to fu rth er  the  foreign policy of the United Sta tes and to aid in fulfil ling its  
inte rna tional  respon sibil ities .”

Our advice on the  la tte r aspect of Export Control policy is given thro ugh  the  
inte rde par tmental Advisory Committee  on Exp ort Policy which includ es othe r 
executive branc h agencies which the Departm ent of Commerce no rmal ly consults.

TRADE W IT H  CUBA AND NORTH VIE T-NAM

Section 620 (f)  of the Foreign Assi stanc e Act of 1961, as amended,  proh ibits  
any assi stance under th at  Act to Communist countries,  unless the President
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makes cer tain  findings. The Pre sident ial  discretion to extend aid subject to 
such findings has  not been exercised. Accordingly, the re are no aid  programs 
for  any Communist country,  inc luding  Yugoslavia.

In addition to prohibiting aid directly to Communist countries , oth er provi 
sions of the  Act pro hib it aid  to any countries , Communist or non-Communist, 
th at  trade  wi th North  Viet-Nam or Cuba.

Section 62 0( a) (3 ) of the Foreign Assi stanc e Act prohibi ts ass ista nce  under 
th at  Act to any country  th at  fai ls to tak e appro priate  steps to prevent ships  
or ai rc ra ft  und er its  reg istr y from transpo rting  any thing to or from Cuba.

Section 620 (n) of the  Foreign Assis tance Act prohibits ass istance  und er that  
Act or any oth er Act and prohibits sales  und er Publ ic Law 480 to any  country  
which provides or tra ns po rt any thin g to or from Nor th Yiet-Nam.

Sections 107(a) and 116 of the  Appropr iation Act prohibit ass ista nce  under 
• the Foreign  Assi stanc e Act to any country  which provides or car rie s to Cuba or

North Yiet-Nam any strate gic  goods including petro leum products.
Final ly, Section 107(b) of the Appropriation Act prohib its economic ass istance  

under the Fore ign Assistan ce Act to any  country  which “sells, furn ishe s, or 
perm its any ships under its  reg istry to carry  items of economic ass ista nce ” to

» Cuba or  Nor th Viet-Nam.
Taken together,  these provis ions have the  effect of proh ibit ing any programs 

of assis tance under the Fore ign Assis tance  Act to  any country  which exports  any 
goods to Nor th Yiet-Nam or Cuba or which has  ships or ai rc ra ft  under its  
reg istry engaged in tra de  with either of those countries.  With respect to 
North  Yiet-Nam, these  provisions extend the  ban to cover any sales programs 
under I’L 480 to any cou ntr ies  engaged in trade  or shipping with  N orth Yiet-Nam.

Section 103 of the  Food for Peace  Act of 1966 ( 80 S tat.  1527), exte nds  the ban 
to cover nat ions having tra de  and  shipping with Cuba as well as with North  
Yiet-Nam. However , th is Section includes a provision permit ting  the President  
to determine  th at  sa les agre eme nts are  permissible  in the nat ional int ere st if the  
tra de  with  Cuba involves noth ing beyond “medica l supplies, non-strategic  raw 
mater ials for  agr icu lture,  and  non-stra tegic ag ric ult ural or food commodities.” 
This waiv er au thor ity  does not apply in the  case of tra de  with North Viet-Nam.

Needless to say, the AID program has  been carefu lly adminis tered in accord
ance with  these  provisions. There are  no prog rams involving Foreign Assis tance 
Act or Food for Peace  fu nds for any governments tra din g with  Nor th Viet-Nam. 
There are  no aid  programs for  any governments tra din g with  Cuba or having 
ships in tra de  w ith Cuba. There has been a President ial  dete rmination resu lting  
in an agricult ura l sales prog ram for  Morocco, the  dete rmination being taken 
in the ligh t of sales by Morocco to Cuba of non- stra tegic raw  ma ter ials for 
agr icul ture .

These provisions, moreover, have been the leg isla tive  basi s for  extended and 
intensive diplomatic ef forts  to persuade o ther f ree  world coun tries  to  remove thei r 
ships from the Cuban and  North Yiet-Nam trad e. We have had  a larg e measure 
of success in these  negot iations. In the case of Nor th Viet-Nam, the  shipp ing has 
been reduced to a ha rd  core of vessels ope rating only in Ea st Asian  waters,  
registered in Hong Kong, but  und er effective Chinese  Communist control, plus 
an occasional voyage by a vessel under the  reg istr y of Cyprus,  Malta, or Italy. 
Arr ival s in Nor th Viet-Nam averaged  only six per  month in 1967.

In the case of Cuba, the  reduc tion has  not  been .so dram atic , but  it  has  been 
substantial. In 1964 the re were 394 calls by free-w orld ships at  Cuban po rt s; in

„ 1965 the re were  only 290 such ca lls; in 1966, 224; and  there were only 217 dur ing
1967.

Before leaving the  Food for  Peace Act provision , I would like to point out  for  
the  Subcommittee th at  in prac tice  the  impact of the  Section 103(d) (3) ban on 
trade  wtih  Cuba fall s on Yugoslavia. Yugoslav ia is the  only coun try otherwise  
eligible for PL 480 purcha ses  tha t is precluded. It  h as no t rad e or shipping what
ever with  Nor th Yiet-Nam but  it s ships  call  at  Cuba a nd car ry commercial cargo 
not subject to Pres ide ntial waiver.

I should note the inconsistency in the  legislative tre atm en t of third  coun try 
trade  with  North Yiet-Nam. The Foreign Assi stanc e Act bans  aid, PL 480 sales, 
and  othe r ass istance  to any  coun try th at  trades wi th or tra nsp ort s goods to or 
from North  Yiet-Nam “so long as the regime in Nor th Yiet-Nam gives supp ort to 
host iliti es in South  Viet-Nam.” The Exp ort- Imp ort Ban k bill in both the  Senate 
and  House vers ions  now under cons idera tion has  a sim ilar thrust . Th at  is, it 
bans Exp ort- Imp ort Ban k tran sac tions with countries whose governments trade  
or aid nat ions th at  are  “in armed conflict” with  the United States. But the  Food 
for  Peace Act in Section 10 3(d) (3) bans  sales to third  coun tries  tradin g with
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TRADE EXPANS ION  ACT OF 196 2

This Act is not administered by the Department of State hut I would like to mention provisions which are of special interest to us. Section 231(a) of the Trade Expansion Act of 1962 (19 U.S.C., 1861(a)) directed the President,  as soon as practicable, to suspend, withdraw, or prevent the application of concessions, including reductions or maintenance of duties proclaimed in carrying out any trade  agreement with respect to products of any country or area dominated or controlled by communism. The effect of this directive is to prevent the extension of noil-discriminatory tari lf treatment to Communist countries. The only exception to th is directive is through Section 231(b) of the Trade Expansion Act, which authorized the President to continue such non-discriminatory tari ff treatment for any Communist countries which were receiving trade concessions as of December 16, 1963. The only Communist countries receiving such concessions then were Poland and Yugoslavia. Pu rsuant to Presidential determination, most- favored nation trade  treatment has been continued for those two countries.As you know, this Administration proposed to the 89th Congress the enactment of an East-West  Trade Relations Act tha t would authorize the President to negotiate commercial agreements with individual Eastern European nations when he believed this to be in the national interest. These agreements would extend non-discriminatory tariff  treatment in return for equivalent benefits to the United States. In his Economic Report this year the President again urged the Congress to provide the necessary authority  to expand trade  with the countries  of Easte rn Europe and the Soviet Union. We recognize, of course, that such legislation raises serious issues at this  time in the view of some members of Congress.
EXP ORT-IMPORT BA NK  ACT

I do not believe it  is appropriate for me to discuss in detail the Export-Import Bank Act, which is still under consideration by the  Congress, since you will be calling witnesses from the Export-Import Bank iteself. I would simply point out tha t if this  Act is extended in such form as to preclude participation by the Bank in financing exports to Easte rn Europe, it will be a serious limitation on the President’s policy of encouraging non-strategic trade with those countries on a normal commercial basis. It  will virtua lly rule out any possibility of increasing the volume of our exports to tha t area at a time when we are  hopeful of getting the greatest possible assistance to our balance of payments problem from enlarging our favorable mechandise trade balance.
JO HNSO N ACT

This Act is administered by another agency—the Department of Justice— but in general the Johnson Act (18 U.S.C., Sec. 955) prohibit s certain financial transactions  by priva te persons in the United States involving foreign governments which are  in default in the payment of thei r obligations to the United States. The prohibited transact ions include the making of “loans” to. and the purchase or sale of “bonds, securities, or o ther obligations” of, a foreign government which is within the sta tuto ry category.
The U.S.S.R. and all the countries of Eastern Europe with the exception of Bulgaria  are governments in default in the payment of t hei r obligations to the United States  within the meaning of the Johnson Act. Yugoslavia is a member both of the International Monetary Fund and of the International Bank for Reconstruction and Development and is thereby exempted by the terms of the Johnson Act, as amended, from the prohibitions therein.
The Attorney General has  ruled tha t the  Johnson Act does not prohibit extensions of credit “within the range of those commonly encountered in commercial sales of a comparable character.” The Attorney General has also stated (hat the scope of the Johnson Act should not be measured in terms of distinctions among the various forms of financing export  trade. He determined tha t financing arrangements  lie beyond the scope of the Johnson Act “if they are  directly tied to specific export transcations, if thei r terms are based upon bona fide business considerations, and if the obligations to which they give rise ‘move exclusively within the relatively restric ted channels of banking and commercial credi t’.” (42 Op Atty Gen No. 27) Under Sec. 11 of the Export-Import Bank Act of 1945, as amended (12 U.S.C., Sec. 635th), transactions  in which the
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Export-Import Bank participates are exempt from the provisions of the Johnson 
Act.

The effect of these interpretations is to clear the way very substantially  
for private financing of trade  w ith Eastern Europe, although there is the fact of 
the preference on the pa rt of private financing agencies fo r government guaran
tees or insurance—which goes back once again to the question of the Export- 
Import Bank legislation.

OTHER ASP ECTS OP INTE RN AT IONA L CON SIDE RATION OF EAST-WEST TRADE

Apart from tbe negotiations and activities tha t stem from the specific legisla
tive provisions I have outlined, there have been discussions of East-West trade  
issues in several international forums.

• The Committee of Economic Advisors of the North Atlantic Treaty Organiza
tion regularly reviews general economic developments in European Communist 
areas  and coordinates efforts to improve the bilateral economic and other con
tacts  of member countries with Easte rn countries. In addition, the NATO Com
mittee has considered special problems, such as  the control of wide d iameter oil

• pipe sales to the Soviet Union and the question of credit policy in East-West 
trade. The NATO is the forum in which we explore with our allies important 
aspects of our East-West policies—such as Cuban or North Viet-Nam policies— 
including the trade aspects of such policies.

The Organization of Economic Cooperation and Development (OECD) has 
begun a discussion of means of increasing non-strategic East-West trade. A 
working party  met in September 11X57 to review members’ trade policies in an 
effort to identify obstacles both in the East  and the West. The discussions will 
continue in 1968 and will probably concentra te on trade  effects to be expected 
from economic reforms going on in Eastern Europe, the specific effects on trade 
of particular  obstacles or of thei r removal, prospects for industr ial and technical 
cooperation, fu ture  trad e trends, and the role of prices in trad e between marke t 
economies and state trading  countries.

During 1967, discussions of ways to increase East-West trade  were continued 
in the Economic Commission for Europe. At its 22nd session in April, the ECE 
agreed on a declaration which, among other points, stated  the following: “The 
member countries of the ECE shall continue thei r common efforts towards the 
expansion of trade  and to this end shall seek to remove the economic, admin
istra tive and trade policy obstacles to the development of trade.” Following the 
lines of the resolution, a group of governmental experts met in October to pre
pare practica l proposals for the removal of economic, administrative and trade 
policy obstacles to the development of trade. Tha t session was less than wholly 
successful because some of the Easte rn European countries pressed for resolu
tions obliging Western countries to extend both unconditional most-favored- 
nation tariff, and non-discriminatory  quota, t reatmen t in all cases. Some progress 
might still be possible in such discussions if an approach of objective analysis 
could be maintained.

CONCLU SION•
In conclusion I would like to emphasize tha t within the framework of appli

cable laws, we intend to continue to ca rry out o ur responsiblities for negotiating 
adequate multi lateral controls over strategic  trade on the one hand, as well as 
for encouraging non-strategic trade  with Eastern Europe and the Soviet Union

• within the intent  of the President’s policy, on the other hand. We do not have in
mind special favors to encourage East-West trade. We propo«e only to make it 
possible fo r peaceful trade to be carried on without special burdens or encum
brance on our side when American companies find it to th eir advantage to engage 
in such trade. At this point in time while we are engaged in hostilities in Viet- 
Nam, the atmosphere is clouded. But it is clear tha t it is in our long-run in terest 
to encourage peaceful contacts with the countries of Communist Europe. In
creased trad e and commercial rela tions can be a force for  constructive change in 
these countries and give them a greater stake in maintaining peaceful relations  
with the  free world.

Mr. Solomon. The two most impor tant pieces of legislation which 
the  State Department has responsibility for are the Battle  Act and 
the Mutual Security  Act of 1954.

The Batt le Act represents a very logical, coherent, and organized 
piece of legislation. We attem pt to use all our influence and all meas-
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ure s ap pr op riat e to pre vent th ird cou ntri es, as well as tRe Un ite d 
State s, of  course, from tr ad in g in str ateg ic  goods wi th the  Comm unist  
countrie s in tRe world . It s th ru st  is en tir ely at  s tra teg ic  goods . I t  is on 
th e basi s of  th is  act  th at  the Un ite d St ates  pa rt ic ip ates  in COCOM 
which  has , also, an in ter na tio na l lis t of  proh ib ite d em bar goed items, 
an d the re are  con tinu ous  revisions . Ev ery ye ar  there is an an nu al  re 
view in COCO M th at  tak es  accoun t of tech nology  changes. Ce rta in 
item s a re  added  to  th e li s t; oth er item s m ay be d elet ed ; ot he r i tems a re 
clari fied .

I  t hink  the  ac t h as worked  ve ry well. The in tent  o f the  C ong ress h as 
been very cle arly met  and we hav e had, I th in k,  a very sa tis factory 
observance by othe r countrie s of  the embargo li st.

Tur ni ng  to the  M utu al Security  Ac t, th is act  is quite a sim ple  one. 
I t bas ica lly  pro vid es fo r the  expo rt con trol  of arm s, am mu nit ion  and 
implements  of  wa r bv pr ivate individu als  from the  Uni ted Sta tes . 
The Se cretary  of  S ta te  has the res ponsibi lity and it  h as worked quite 
sim ply  an d clearly . I t  is an op era tio na l problem and we do no t have  
anv  pa rt icul ar  problem s th at  aris e fro m the  opera tio n of  th at  act.

Now we get  in to o the r ar eas , th ou gh , when we tu rn  to  th is  quest ion  of  
tra de  wi th Cuba and No rth  Vi etn am  which comes up  in both the  
Fo rei gn  A ssis tance Act , the Fo re ign  A id  A pp ro pr ia tio ns  A ct,  an d also 
in the Pu bl ic Raw  480, the  Food fo r Peace Act . Th ere  we get  into a 
series of amend ments  and  pro vis ion s, some of  which are  more severe 
and more em bra cin g than oth ers , a nd  th ere  ar e a few inconsis tencies.

The t hr us t of  al l these  d iffe ren t pro vis ion s and amend ments  to  these 
th ree act s th at  I  ha ve j ust men tion ed are  to  t ry  a nd  p rev en t th ir d  co un
tri es  f rom  t ra din g in  p eaceful goods wi th Cuba and No rth  V ietnam.  I 
want to emphasize  th at . I t is not a question of  str ate gic goods . The  
th ru st  of  all these prov isio ns is to t ry  and  p rev ent, d ete r, p ena lize , thi rd  
cou ntr ies  fro m trad in g in goods wi th  Cuba and Nor th  Vietn am , or 
havin g sh ips  go to tho se count ries .

Now. the  leg islation, I  think , has h ad  a mix ed series of r esu lts . There  
are  some specific cases whe re we belie ve it has  been successfu l in its 
de terre nt  effect— a few specific  countries th at  dep end  heavily  on as
sista nce  f rom th e Thii ted Sta tes . Of  co urse, th e deterrenc e levera ge the  
Congress has  pro vid ed fo r is that  there s hou ld be no  economic as sista nce  
unde r c er tai n con ditions , o r no  P ub lic  La w 480 assista nce , et cete ra.

Now. t he re  a re a few cou ntri es, as I  say, whe re I  feel th is  h as  been a 
fac tor, bu t it  has pro bably  only been  countrie s who ha d ve ry minor 
t ’-ade be fore, and who are  hea vily dep enden t on assistan ce, who  have  
discon tinu ed.

The fre e wo rld  trad e wi th Cuba ha s continued,  most  of  it  being 
ma jor  a llies  who do not receive ass istance  f rom  the  U ni ted State s, and  
the  free  world  trad e wi th Nor th  Vi etn am  has decl ined . I t  nev er was 
verv la rge in  th e f irst place.  I t is ru nn in g now  at  about  $8 mill ion  a year.  
I  th ink it was  r un ni ng  a roun d 812 m illi on  2 o r 3 years ago. The ir  e x
po rts  run aro und $20 m illion.  T he ir  ex po rts  are mostlv  coal and a m in 
eral called ap at ite  which mostly  go to Ja pan , and the fre e wor ld 
exports  to Nor th  Vietnam have to do wi th—the re are  some tex tile s, 
f here are some simple, man ufac tured consum er goods and there has  
been some pet rol eum  of  Comm unist Chinese  ori gin  ca rried  on Hon g 
Ko ng  reg istere d vessels. Tha t is abo ut the  only th in g th at  could be 
called sem istr ategie .
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You have go t a cur iou s si tuat ion,  it seems to me. Our  prog ram s on 
str ateg ic  goods h ave  been ge ne ral ly  su ccess ful. I f  you look at  our  p os t
war  experience , o ur  economic denia l prog rams on peace ful  g oods have 
general ly not been success ful, sim ply  because there are  so ma ny cou n
tri es  in the  wor ld that  can s up ply these goods.

Th ere h as been, I  th ink,  m ore  success in t he  case of Cuba in  a ce rta in  
sense. F ir st  of  a ll, there  h as been the so lid ar ity  f ee lin g of  a ll the  co un
tri es  in the  In ter-A mer ican  system who have cu t off trad e and com
mu nic ations and rel ati ons with  Cub a wi th the pa rt ia l exception of  
Mexico . Th is is pro vok ed,  no t because Cuba is a Comm unist  coun try  
pr im ar ily , bu t because of its  subversion pr og rams ru nn in g to Lat in  
Am erica.

On  the othe r ha nd , tra de  wi th the  major  Eu ro pe an  cou ntr ies  has 
continued, of  course.

T thi nk  t ha t our own den ial prog ram on the expo rt of  IL S. goods to 
Cuba has  ha d a signif ica nt adverse economic im pact on the Cuban  
economy sim ply  because of  th ei r pr io r heavy dependence upon ILS. 
ma chine ry,  ILS . sp are  pa rts , et c etera.

In  m y sta tem ent I  called at tent ion to one r ela tiv ely  s mal l po int , bu t 
I  find it  an in te rest ing on e: Th e inco nsis tenc y betw een two  pieces  of  
leg isl ati on  in the economic denia l area.

I  be lieve  in the Fo re ign Assis tan ce Act an d the new Exp or t- Im po rt  
Ban k l egislation  th at is coming  out it s ays,  th at  no a ssis tance sho uld  be 
giv en to  th ird countries who f ur ni sh  goods to  N or th  V ietnam or  whose  
sh ips  pl y th at  tr ad e whi le Nor th  V ietnam  is in arm ed conflict wi th the  
Uni ted Sta tes .

In  the Exp or t- Im po rt  Ban k leg islation  th at  is com ing  up.  it is a 
more gen era l form ula tio n th an  in the  Fo re ign Assis tance Act . Bu t in 
Pu bl ic  Law 480, ass ista nce  is den ied  as lon g as Nor th  Vietn am  is 
gover ned  by a Comm unist  regime.

I assum e the  in tent  of the Congress was more alo ng  the  lines  of the  
form er  form ulat ion th an  th e la tter  form ula tio n.

Mr. F relinghuy sen . I t  doesn ’t make muc h differen ce at  th is  stag e 
anyway,  does i t ? A re n’t you w or ry ing abou t som eth ing  down the  ro ad ? 
I f  hosti lit ies  sho uld  cease an d a co un try  rem ain s Comm unist, the re 
wou ld be freedom in one case and stil l a proh ib iti on  in anoth er.  Is  
th at your  po int ?

Mr.  Solomon. That  is the prac tic al  effect, .sir, bu t there  is also, it 
seems to  me, a po stu re  effect. The Pr es iden t ha s made it  clear fr e
quently  th at  ou r effort s are  not to change  or  overt hrow  the Go vern
ment in Nor th  Vietn am . I  th in k there  is, therefore, an inco nsis tenc y 
betw een the second fo rm ulat ion and the  form ulat ion of  ou r policy 
on Nor th  Vie tnam.

Co nti nu ing , I  th in k these are the  major  po int s of  my sta tem ent, 
Mrs . Kelly.

Mrs . K elly. Co uld  you ela borat e a b it on yo ur  s tat em en t rega rd ing 
inco nsis tenc y ?

Mr. Solomon. I  th in k incons istency  is ap pa rent . I t  is not  ou r in 
ten tio n to  con tinue the wa r—t he Pr es iden t ha s made it cle ar—we 
are  no t conti nu ing  ou r efforts in the defe nse  of  So uth Vietn am  in 
all iance wi th So uth Vi etn am  in orde r to  br in g abou t any change  in 
the  Government  of  N or th  V iet nam and , therefore, it seems to me that  
the  f ormulat ion o f Pu bl ic La w 480 is very dif fer ent fro m the formula -
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lion in tlie Foreign Assistance Act. In terms of posture and policy, it is .somewhat of a departure .
Mr. Frelinghuysen. You are not suggesting that  our denial of food or surplus commodities to third  countries if North  Vietnam has a Communist regime, is going to result  in meaningful pressure on North Vietnam ?
Mr. Solomon. No.
Mr. F relinghuysen. Then what difference does it make? Of course there are semantic differences and we might have an adjustment but 1 don’t .see how the result would be any different.
Mr. Solomon. The operational result  while the  hostilities continue *is no different.
Mr. F relinghuysen. Why should we hypothesize about what would develop afte r hostilities ended ? Even though hostilities end, what  di fference would it make if  what we are  doing is proh ibiting assistance *lo third countries which trade with North Vietnam, if they have a Communist regime?
Mr. Solomon. Well, my point is, sir, once the hostilities end, under  the Fore ign Assistance Act you will be able to resume assistance to thi rd countries that sell goods to North Vietnam.
Mr. F relinghuysen. Even if it has a Communist regime. Yet, under food for peace you would not be able to give aid. But  I don’t know why you are arguing fo r a change-----
Mr. .Solomon. I am not arguing for a change, but  pointing out an inconsistency.
Mr. F relinghuysen. You are saying it represents something which is not the policy of this country since President Johnson has re iterated  tha t we are not trying to change the  nature of the regime in the north.The food-for-peace legislat ion certainly  indicates Congress would like to see a change in that  regime. I don’t think it interferes wi th national policy. I think  if an effort were made to eliminate the inconsistency, it might be to tighten up the ban on aid of any kind to a country which trades  with Communist North  Vietnam, whether or not they are in conflict with us, ra ther tha n what you are suggesting—that so long as there is no conflict we ought to be able to  give either food or aid to third countries which are tradin g with Communist North  Vietnam.I don’t know why we are dwelling on this. It  is too far  down the  «road to be meaningful.
Mrs. Kelly. Did you finish summarizing your statement, Mr.Solomon ?
Mr. Solomon. I  think I have summarized the main par ts of it. I ’think  t ha t completes the meaningful pa rt of the statement.
Mrs. Kelly. I was delighted to hear  you say tha t the Mutual Defense Assistance Control Act was logical and coherent. I was also glad to hear you say th at it worked well. I  was one of the original  sponsors of that law and I have found it abused, on occasion, even by people in our own Government. I am, therefor, delighted to find out t hat  in the past few years everybody has been very satisfied with this law.
I have two short questions before I call on Mr. Frelinghuysen. One is, How do political advantages grow out of trade  ?
Ambassador Bohlen. I think trad e with Eastern European countries who have been deeply associated and in the past completely subservient to the Soviet Union pushes along a historica l process that
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I think  you can see taking place in Eastern Europe.  Tha t is the re- 
emergence of the personalities of these countries. The Polish per 
sonality, the Rumanian personal ity and, eventually  I suppose, the 
Hungarian and the Czechoslovakian. I think it is always in our in
terests to have countries o perating on the basis of thei r own interests 
and determining their own policy and not having it dictated to them.

Also 1 mentioned perhaps a secondary consideration, but one which 
could have importance for the futu re and tha t is the very fact tha t 
they are engaging in competition in foreign trade tends to weaken 
the streng th of the Communist partie s in these countries. They have

* to respond to the needs of the market and the  wishes of the consumers 
which tends to make them more flexible rathe r th an directed from one 
center.

You have already seen tha t happen in the case of Yugoslavia, which
* has gone very much fur the r down th is road than  anybody else. I be- 

live I am correct in saying that  in Yugoslavia the Communist Party  
no longer has a monopoly of  pol itical power tha t i t used to have and 
still does in most of the other Central European countries.

To sum it  up, I would say it seems to be in accordance with  a his
torical trend  which we feel in the long run is in the interests of the 
United States, the breaking up of the monopoly controlled by one 
center. It  also could have the effect of certain modification of the 
system and giving a little more freedom to the economic ins titutions 
of the  country to operate without  the total control of the  Communist 
Pa rty  of tha t country.

Mrs. Kelly. Well then, do you feel that trade will shore up the 
Communist regimes that already exist?

Ambassador Bohlen. No, I do not. I  thin k the  effect has been on the 
whole the oposite. When I look back on periods of so-called serious 
detente, it always seems i t was a cause of more concern to the Com
munist authorities. By the ir very nature,  when they are in their prist ine 
form the way they used to be, everything is totally controlled from 
one center. The influence of any other factors from outside tends to 
weaken th at structure. I do not feel that, it shores them up very much. 
As I  said  also, trade is a reciprocal thing and American businessmen, 
American exporters, will l^enefit from it. The other country may bene-

* fit from the point of view of trade,  bu t I do not feel it shores up the 
system at all. I  think  the effect would be the contrary.

Mrs. Kelly. Could I conclude, then, tha t you do no t believe that 
trade should depend upon political factors but should be based on

* good, hard  business considerations?
Ambassador Bohlen. I think this : I don't think trade  is ever done 

as a favor, as I have ever understood it. I thin k people who are in 
business are in business to show a profit and to make money and I 
have never heard of trade  being done out of pure  sentiment.

Mrs. Kelly. Should the list compiled by the State Depar tment  un
der the Mutual Defense Assistance Control Act be brought in line 
then wi th the COCOM list ?

Ambassador Bohlen. I will tell you, Mrs. Kelly, I am not too 
familiar  with the exact difference at  the moment between the Amer
ican list and the COCOM list because those have been modified over 
the past year, so I don’t know whether I could speak to that. I would 
defer to Mr. Solomon on that.
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Mrs. Kelly. Mr. Solomon, could you comment on that?Mr. Solomon. Wha t I would like to do is move in tha t general direction over the long run, but do it on a case-by-case examination.There have been some differences of opinion between us and om COCOM partner s on marginal strateg ic cases and those we might wish to keep, you see, on our  U.S. embargo list. But, in general, where it is peaceful goods, I think we are just hur ting ourselves.
Mrs. Kelly. But not all of them are necessarily “peaceful.’’ For example, I could refer to those things tha t have been taken off the list in the past. As I remember, the first large group taken off the list in 1954 included rubber and many other items which could have been •used for “nonpeaceful” purposes. I objected to tha t change at that  time.
T realize, of course, tha t not all people will agree about what constitutes a “peaceful” or a “nonstrategic” commodity. In  1966, when *President Johnson relaxed some export controls on approximately 400 items which included clothing and other consumable goods, some people thought that he was going too far. On the other hand, I have heard some business people say tha t they are prevented bv export control regulations from dealing in products which are readily available for sale in Western Europe.
Now, you say tha t g radual ly we should take off some items from our control lists?
Mr. Solomon. The ones where all the technical people come to a unanimous conclusion, tha t they should he off, then I think they should be off.
A tremendous amount of time is spent by the technical experts of the Defense Department, the Commerce Department, and the CIA.All these people work on this and unless there is unanimous agreement those things are not taken off.
Xow, there are always some items in the kind of modern technological world we live in where there is a dual use, you see. and you have to be careful and you have to look at it in terms of the individual situation, and also the needs of the destination where it is going and form a judgment on these marginal cases.Mrs. Kelly. Mr. Frel inghuysen.
Mix Frelinghuysen. Thank you, Madam Chai rman. «Mr. Ambassador, you have already argued, T th ink very eloquently, against economic denial on peaceful goods as a useful device for this country and yet, there is, as you know, extreme sensitivity on the Hil l toward such trade,  especially T would suppose, with the Soviet Union.
T assume you grant there is a considerable difference regarding the various countries that we are talk ing about.
Ambassador Boiilen. Oh, yes.
Mr. Frelinghuysen. Tn other words, there might be more meaningful reaction in a small country such as Yugoslavia or Poland, than  there would be in a big country. Or is your point of view broad enough to include an impact in any country?
T would assume that  as big a country as "Russia isn't going to be much influenced one way or another by the very small amount of trade she would expect from us even if we should have a complete change of
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heart , eit he r because the  Vi etn am  war  ended or because the re was a 
change of fee ling he re, a nd  th e re str ic tio ns  were lif ted .

Am bassador Bohlen. I don’t th in k even in a sm all er co un try —T 
ca n’t th in k of any one offhan d whi ch is very depen den t on trad e wi th  
the  U ni ted  S tate s. Mr . S olom on, can you  th in k of any country  in E ast 
ern  Eu ro pe  where ------

Mr.  F relinghuy sen . I do n’t sugges t any one  is dep end ent . I assum e 
the y are  not.

Am bas sad or B ohlen . W he re  it  w ould  have  a majo r effect on the  in
ternal  fun ctions of  the  c ou ntr y, the denia ls you are  speakin g of  ?

* Mr. F rel inghuy sen . I assum e, no m at te r w hat  we did in t he  way  of  
lib era liz ing  t rade , it  w ould not  hav e much impac t. You  said , in effect, 
as I remember, th at  an yt hi ng  we can  do to  enco urage a rea sse rtio n of 
na tio na l perso naliti es is good  an d the refore  t rade  wi th these cou ntr ies

* is good.
Am bas sad or Bohlen. I  th in k so, pa rt icul ar ly  in the smaller 

cou ntr ies .
Mr . F  rel ing huy sen . ITow can  it  have a  sig nif icant imp act  on the  re 

assert ion  o f n ati onal pe rso na lity one way  o r anoth er,  i f our tra de  isn 't 
sig ni fica nt ?

Am bassador Bohlen. Well , I th in k it  is pa rt  of  the  others . I f  you 
ad d the  tra de  of  Wester n E ur op e and  the t ra de  of all the  fr ee c oun trie s. 
1 th in k it migh t hav e a ce rta in  effect, bu t I  t hi nk  i t is in line wi th  the  
general  te nde ncy  t hat  you  see now------

Mr.  F relingh uysen. Bu t you are  b rin gi ng  in a very diff erent fa c
tor. I f  we w ere inf luencing the  tr ad e o f t he  W estern  countr ies , I  w ould 
th in k it  would  be  a very im po rtan t fac tor . But , as M rs. Ke lly  says, the  
Un ite d State s is sim ply  an intere ste d observer wi th respec t to tin s in 
cre as ing  trad e between the W estern  countrie s and Ea ster n Eu rope , 
an d we have no contro l. O ne of o ur  pro blems is t ha t we ha ve no  contro l. 
Isn’t the issue, sho uld  we r em ain  on the side lines, or  sh ould we l et our 
businessmen par tic ip at e in w ha t th e West ern  businessmen a re p res ently  
doing?

I t  doesn’t mak e sense to me, I might  add, fo r us to sit  on the  sid e
lines a nd  let these opp or tuni tie s go by.

Am bassa dor Boh len. I  do n’t see w hy we sho uld  den y ou r business-
* men  the possibil ity  of  indu lg ing in pea cef ul trad e wi th  these cou n

tries.  I would  t hi nk  wh ate ver effect it  wou ld hav e it  would  be on the  
side  of  the fav orab le asp ect  ra th er  th an  un favo rable po lit ica l aspect.  
I t  wo uld n’t be c on tro lling  becau se it  i sn’t eno ugh an d I  don’t th in k it

* wou ld be sufficient in any  of  the cou ntr ies  to be a very major  fac tor, 
bu t it wou ld lie in lin e with  the type  of  dev elopment  which  I  th in k 
we wou ld l ike to  see.

Air. Solomon. I  th in k there is an ad dit ion al  po int . Since we are the 
lead er  o f the  free world , if we have one mo nolith ic pol icy on th is  to 
wa rd  all those countries of Ea ster n Eu rope , the y tend  to  feel un ite d 
among them selves an d on the defens ive  in re ga rd  to th is  p olicy. Ev en  
thou gh t I th in k you are ri gh t th at it  is  p rim ar ily th e trad e of the res t 
of  the  fre e world w ith  those countr ies  which is th e s ign ificant level pry 
ing  open the Iron  Cur ta in  an d he lpi ng  the ide nti fication  of na tio na l 
perso naliti es,  I  th in k the  psych ological factor  of  ou r bein g th ere wou ld 
also c on tribu te to  th at process .
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Mr . F reeing iiuy sen . I am  no t sure I un de rst an d how we do reg u
late tra de . Th is COCOM lis t is deve loped by 15 cou ntr ies  agreeing 
among  themselves on a v olun tar y b asis what are to be considered s trat e
gic goods. I assum e from wha t has  been said th at  the  U ni ted St ate has 
a more res tri cti ve  point of  view as to  what is str ateg ic  th an  is repre
sen ted  by the  COC OM list, is th at  rig ht  ?,

Mr. Solomon. In  ou r own un ila tera l emb argo lis t, exc ept  where 
licenses are  given, we hav e a much more extensiv e cov erag e th an  the  
othe r countri es. Th e othe r countrie s, in thei r un ila te ra l control list , 
ten d to  coincide more o r less w ith  the  COCOM l ist. T he  COCO M l ist,  as 
such , is k ep t conf identia l because th is was the  u nd ersta nd ing—the way 
the  th in g was  sta rte d fro m the  very begin nin g and  demo cra tic  gov 
ern me nts  p re fe r th at , bu t in pra cti ce  the ac tua l un ila tera l, th e issued  
con trol lis ts of the  W ester n Eu ro pe an  countrie s tend  to con form rea
sonably,  not exa ctly , to th e CO COM l ist.

Mr. F reeing iiuy sen . Does  the Uni ted State s have any  res tric tions  
on th e ex port of  com puters ?

Mr. Solomon. Oh, yes.
Mr.  F reling iiuy sen . I I ow can  you con tro l the  use of  a com puter? 

Can you keep  str ings  att ache d to it  and preven t it  fro m being  used 
fo r a s tra teg ic  purpose ?

Mr.  Solomon. Yes.
Mr.  F relinghuy sen . T hat  will  be a difficult th in g to do.
Mr. Solomon. No, it  i sn’t  a pp aren tly . Al l the experts  agree,  all the  

experts  on ou r side as  wel l—i f a c om puter  is going  to  a pa rt ic ul ar  fac 
to ry—say  i t is g oin g to a b ank in  a ce rta in  C ommunis t c ou ntr y or  it  is 
to be used  i n ru nn ing a bank , or  i t is go ing  to  a  r ail wa y, or  to  be used 
in a governm ent office on ra tio ning , fir st of all,  th ere are  s erv icing  a r
ran gements  whe reby the serv ice people fro m the  factory who sold  t he 
comp ute r in the expo rti ng  country  go in fre quently . Th ere  are  spa re 
pa rt s arr angeme nts , there  are  vario us  kin ds  of  conti nu ing  contr act s, 
ap pa rent ly —and  also the very ch ara cte ris tic s of the  pa rt ic ul ar  com
pu te r make it  v ery  suitable  f or  a  pa rt ic ul ar  c ivi lan  use and no t easi ly 
usab le a t all fo r anoth er use.

There  is a gen era l fee ling as well th at  both th roug h overt  channels 
and th ro ug h inte lligence channels, if  th at  comp ute r were  tak en  out , 
ei ther  physica lly  or  were cha nged,  or  began to  be used  fo r mili ta ry  
purposes , th a t in mos t cases we would  know about it.

I assum e there is always  some possibil ity  in a ce rta in  type  of  com
pu te r in a c er ta in  ty pe  of  si tuati on  th a t you would have  th e pos sib ility 
of mili ta ry  use of it,  a nd  t ha t wou ld then  be in the  cate gory of  a m ar 
gina l case, th e merit of which  would  be deba ted.

Mr.  F rel ing iiuy sen . A ssu ming th at  the  Un ite d St ates  has gr ea te r 
res tri cti ons on the ex po rt of  com puters , fo r example, th an  all the 
West ern  Eu ro pe an  cou ntr ies , do ou r res tri cti ons in them selves  prove 
an ythi ng  i f the Ea stern Eu rope an  cou ntri es, or  t he  U .S .S. R. , can get 
the soph ist ica ted  equip me nt th at  we refu se to sell bu t wh ich  We stern 
Eu ro pe  does ex po rt to Ea ster n Eu rope? In  othe r words , wha t value 
is there  fo r us to  ad op t a dif ferent  set of  stan da rd s fro m what the  
COCOM agrees  to ? Th eir t ra de  seems to  make m ean ing less the  r es tri c
tions  we impose on ourse lves.

Mr. Solomon. We  are  abo ut 2 years  ahead  of  th e W ester n Eur o
peans, rou gh ly,  in the  tech nology  of  com puters . Tha t is a broad gen-
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eralizat ion and obviously subject to the usual loopholes. Therefore, 
where we are more advanced, more sophisticated in our technology, 
there is some usefulness in our having a more extensive list.

Mr. Frelinghuysen. Is tha t the only difference?
Mr. Solomon. If  we are all making the same thing, then there is 

no advantage..
Mrs. K elly. Mr. Solomon, before I  call on Mr. Hamil ton, I would 

like to ask you, is the term “munitions” defined the same way in both 
laws, the Mutual Security Act and the Mutual Defense Assistance 
Control Act?

Mr. Solomon. I am not 100 percent sure of my answer, but I be
lieve, Madam Chairman, t ha t the Battle  Act  lis t is more extensive be
cause tha t is not simply munitions  and weapons and implements of 
war in the  Titl e I  list. I t is somewhat more extensive. Whereas, under 
the other act where it is a more stra ight forw ard question of simply 
the State Depar tment  licensing any munitions sale, I  think  that  tha t 
would be a clear and more limited set of products.

Mrs. Kelly. Then to return to the U.S. munitions list, who compiles 
tha t list in the State  Depar tment  ?

Mr. Solomon. There  is an Office of Munitions Control.
Ambassador Bohlen. It  will come under me. It  is under me now 

and th at I  think  probably is where it is done, where the list is issued.
Mrs. Kelly. I s there an internal departmental group which also 

works on th is problem ?
Mr. Solomon. In consultation  with Defense, on every single license, 

I understand, but there is not a big interagency consultation; there 
is no need. You don' t have these marginal interpreta tion cases tha t 
you have in the Battle  Act list.

Mrs. Kelly. I s there  a plan to change this list ?
Mr. Solomon. No.
Ambassador Bohlen. I haven 't heard  of it.
Mrs. Kelly. You said before you felt that the State  Department 

prohibi tive lis t should be broug ht in line with  the COCOM list.
Mr. Solomon. W hat  I said, Madam Chairman, is this : That the 

Commerce Departm ent list—I had understood your question—and I  
am a fraid there is a misunderstanding-----

Airs. Kelly. I am speaking of the lists which are complied under 
both laws. If  we are going to restric t our businessmen from dealing 
in commodities described on one list, with our allies, their  business
men, are subject to another list, then our businessmen may be at a 
disadvantage.

Is there a plan whereby the restricted U.S. lists compiled under 
our several laws, will be brought into line with th e COCOM lists?

Mr. Solomon. The Commerce Depar tment  list, which is what you 
are refe rring  to, which is now more extensive than the COCOM lis t, 
there has been a continuing policy ever since it was first started of 
continuous examination of the l ist to see what items should be added, 
what items should be deleted.

The President made clear when he announced in October 1966, 
tha t there were 400 items being transferred to general license, that  
this policy of case-by-case examination, and. where feasible, where 
appropriate , switching from the validated license to a general license 
would continue, and this has been done, b ut there is no plan to do



anyth ing differently than has been done in the last few years on this which is these periodic examinations and the switchover.
Now, tha t is not the list tha t the State Depar tment  controls. The State Department list is the  munitions list, and a much simpler list. This happens to be included as well, incorporated in the Battle. Act list, hut it is a much simpler list. It  is jus t what we think  of normally as straight munitions and implements o f war. There have been none of the problems tha t you are talking about in regard  to businessmen in th is country being more disadvantaged in business than any other country.
Mrs. Kelly. Mr. Hamilton.
Mr. Hamilton. Let me ask a few rather basic questions.
Wha t is the extent of our trade with the Soviet Union today in dollars?
Mr. Solomon. Exports are running around $60 million we believe, and about $42 million imports. For previous years it was balanced at around $45 million with the exception of 1964 when we had that  big- wheat sale.
Mr. H amilton. "Was there a sharp increase last year in our exports to the Soviet Union?
Mr. Solomon. A modest increase, from $45 to $60 million.
Mr. H amilton. And there is a favorable balance of trade situation.Now, what is the situation with regard to Easte rn European countries? What would be the total  amount of tr ade to Ea stern  European countries ?
Mr. Solomon. For the Eastern European  countries, including the Soviet Union, it is $197 million. It  is more or less balanced; $200 million.
Mr. Hamilton. Wha t is the trend? Is that staying even or is it increasing sharply each year ?
Mr. Solomon. It  is interes ting to look at it country by country. The trend with Poland shows a steady, modest increase. They sell more to us than  we sell to them, particula rly now tha t we don’t give Public Law 480 or sell them Public  Law 480.
With  the other countries we tend to have a favorable balance normally.
There was unti l 1967, I  would say, a fairly steady, modest increase, but last year in 1967 the total  trade did not increase. In  fact it declined. Eastern Europe, as a whole, declined.
Mr. H amilton. H ow does this trend compare with the tra de trends  of "Western Europe and J apan  with Eas tern  Europe?
Mr. Solomon. Those are increasing very sharply and continue to increase. They are now running, I would calculate—we don’t have the current figures—around $7 billion. The free world as a whole, including the United States. We are minute in this. The free world as a whole is run ning  $7 billion curren tly, I would guess, each way.For 1966, which is the last year fo r which we have definitive figures, it was $6.5 billion exports and $6.6 billion imports.
Mr. Hamilton. I s it fai r to say that the business communities in "Western Euro pe and Ja pan  are moving hard into this area ?Mr. Solomon. Very much so.
Mr. Hamilton. What is going to be the long-range impact on us i f we permit th is to continue ?
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Mr. Solomon. Well, we are denying ourselves a vast area of the 
globe with a great potential for foreign trade.

You see, the thin g tha t has to be recognized—and in this I may 
have a slight difference of view with  Ambassador Bohlen—it is all a 
question of personal speculation, you might say, as to what the poten
tia l for trade is between the United S tates and Eas tern  Europe.

I agree there is not much potentia l in te rms of manufactured con
sumer goods. We would not be interested  in thei r goods, but we are 
importing increasing quanti ties of metals from them. They sell us 
quite a few metals which are in scarce supply  in the w orld; plat inum, 
palladium, rhodium, titan ium.  These we would not sell to them. They 
would be strategic.

There is an interesting shi ft in our own economy. We are rapid ly 
becoming less competitive in exports of simple manufactured con
sumer goods to the world as a whole and more and more competitive 
in basic agricultural products, and in highly  sophisticated technology, 
which is capital potential .

Now, therefore,  the re is a market both in raw materials—there is a 
trade potential in raw materia ls, and in sophisticated goods between 
us and Eastern  Europe. So far  what the Soviet Union is buying mostly 
from us are agricultural raw materials , no t sophisticated  technology.

Mr. Hamilton. Are you saying to us there are certain metals, for 
example, tha t they export to us tha t are vital for our economy ?

Mr. Solomon. Yes; they are very important to us.
Mr. H amilton. And what  would happen if tha t were shut off from 

us?
Mr. Solomon. We would have some problems.
Mrs. Kelly. Where did we get them before we got them from 

Russia ?
Mr. Solomon. Plat inum  and palladium we have always imported 

from the Soviet Union. The Soviet Union supplies about 50 percent 
of the world’s supp ly of palladium. The only thing we have increased 
recently in our purchase from the Soviet Union of metals is chrome 
since we are not gett ing it now from Rhodesia. That is just chrome 
though,  and tha t is a minor factor. Our big metal imports are pla t
inum and pallad ium and metals  in that  family.

Mrs. Kelly. Did we get them from Africa  at any time ?
Mr. Solomon. Not in significant amounts.
Mrs. Kelly. In  other words, we have always gotten them from 

Russia ?
Mr. Solomon. We seem to be using, first of all, more of those metals. 

There  are other countries in the world that supply small amounts of 
those.

Mrs. Kelly. Could you name them ?
Mr. Solomon. I can’t name them offhand, but I can supply th at for 

the record.
Mrs. Kelly. With out objection, tha t will appear at this point in 

the record.
(The information follow s:)

89-577— 68------ 7
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In  1966, according  to the  Bu reau  of the  Census,  to ta l im po rts  of plat inum  and  
plati nu m group me tals by cou ntry  of  origin  w ere  as  fo llo ws:
Cou nt ry : Value.

C a n a d a ____________________________________________________ $8, 725, 572
Pa na ma __________________________________________________ 43, 283
Colombia  _________________________________________________ 2, 080. 381
A rg en ti na_________________________________________________ 83. 216
S w eden ___________________________________________________ 96. 795
No rway ---------------------------------------------------------------------------- 1. 060, 795
United Kingdom___________________________________________  42. 540,1 29
N et herl an ds_______________________________________________  622. 250
Belgium an d Luxem bou rg__________________________________  208.176
F ra n ce ------------------------------------------------------------------------------- 203. 617
We st G erm any------------------------------------------------------------------- 3. 406. 637
Sw itz er lan d ______________________________________________ 5,0 88 ,45 9
Union of Sovie t Socia list  R epub lics__________________________  19, 047, 791
Gib ra lta r _______________________________________________  58. 953
Ital y --------------------------------------------------------------------------------  82.1 24
Ja pa n ------------------------------------------------------------------------------- 45, 476
E th io p ia ---------------------------------------------------------------------------- 98,0 00
Repub lic of South Afr ica___________________________________  11, 296
Co untries  un de r $10,000______________________________________  22. 807

To tal  -----------------------------------------------------------------------------$83 ,525,763
Mr. H amilton. As I  understand, there is no aid going to countries 

dealing with North Vietnam? Is that generally correct?
Mr. Solomon. Tha t is generally correct.
Mr. Hamilton. Are there exceptions to it?
Mr. Solomon. I am try ing  to think of  any. I don’t think there is.
Mr. Hamilton. May I say to you tha t point is widely misunder

stood—at least in my part of the country, in Indiana. I jus t returned 
from a week or so out there and there is a wide body of opinion tha t 
thinks we are still  extending considerable aid to countries dealing with 
North  Vietnam. It  might be helpful if there were some s tatements to 
tha t effect.

Mr. Solomon. Let me say this : We cut off our residual milit ary as
sistance programs in France  and in the United Kingdom in early 1964 
and an economic assistance program in Yugoslavia at about the same 
time. These programs were termina ted because the countries’ ships 
were still in the Cuban trade. Although Hong Kong ships flying the 
Brit ish flag were going to North Vietnam, the prohibi tive provisions 
had not yet been incorporated in the Fore ign Assistance Act. In addi
tion, the fact t ha t Cypriot ships were going to Cuba and to North  Viet
nam was a factor in the term inat ing of a small economic assistance 
program for  Cyprus in late 1966.

There is no aid program th at I know of anywhere, of any kind, to
day, to any country tha t sells any kind of goods to  North  Vietnam 
whatsoever.

Mr. H amilton. Now, I  am under the impression th at these various 
restraints  on aid have been almost forced upon the admin istrat ion by 
the Congress and tha t you have very reluctantly  accepted them. Why ?

Mr. Solomon. I will try to answer tha t and I  think  Ambassador Boh
len would probably be interested m answering tha t also.

The history of these programs and the realities of each situation 
have shown tha t the inten t of the Congress; namely, to deter these 
countries, dissuade these countries from supplying North  Vietnam 
through th is penalty, cannot be achieved. What happens is, as you saw,
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we have to cut off the program. They will not stop sending peaceful 
goods in tiny  amounts to N orth  Vietnam. They prefe r, i f for no other 
reason—and apparently  it is a matter of sovereignty—they prefer to 
see the U.S. assistance p rogram terminated. Therefore , the intent of 
the Congress is not achieved and you simply prejudice  other foreign  
policy objectives of the United States.

Ambassador Bohlen. I would agree with that . The efficacy of these 
matte rs doesn’t seem to be borne out by the past. I don’t know of  any 
country that has been deterred from tradin g with North  Vietnam 
because of the cessation of our aid.

Mr. H amilton. Isn ’t t he lack of assistance going into that  country 
a detriment  to the ir own economy ?

Ambassador Bohlen. Apparently not enough to cause them to 
abandon the tradin g practices that brought the  cancellation into 
being.

Mr. H amilton. Do you think th is is a hindrance to effective foreign 
policy ?

Mr. Solomon. Generally speaking. I think there are  one or two mar
ginal cases involving Cuba where our denial program has not been able 
to bring about a ful l cessation of trade,  but a reduction in trade.

In regard  to North  Vietnam, I don’t know of a case—for example, 
in these cases here tha t I just mentioned, Cyprus, the United  Kingdom, 
France , and the four th one I  mentioned was Yugoslavia—no, Yugo
slavia has never sold to North Vietnam. Tha t was because of Cuba we 
termina ted the program there. It  was those three countries. Cyprus, 
United Kingdom, and France. We terminated  and they did not—even 
though their  trade was very, very small, they still did not stop the ir 
trade.

Mr. H amilton. I f I may ask one other question, Madam Chairman, 
what has been the impact of these various restr aints  on the Eas tern  
European countries? How have they responded to these restra ints?

Mr. Solomon. Which rest raints are you talking about?
Mr. Hamilton. The various  restra ints which prohib it any programs 

of assistance to countries dealing wi th North Vietnam and Cuba.
Mr. Solomon. We never gave any assistance programs to the Commu

nist countries of  Eastern Europe so they are not directly  affected.
Mr. Hamilton. Even under Public Law 480 ?
Mr. Solomon. Well, Yugoslavia, because we have considered it  in a 

very separate category.
Mr. Hamilton. How about Poland ?
Mr. Solomon. Poland ? Right. I  see your point, yes.
Mr. H amilton. I want to know’ how they have responded. What 

problems has this created for us specifically with Eastern European 
countries?

Mr. Solomon. On the  food aid, you are r ight . I am not as famil iar 
with tha t part  of it because the Polish desk would be a little  more in
volved in it, but certainly  it did not contribute to the general foreign 
policy objectives that  we have vis-a-vis Poland. I t was an adverse fac
tor in our relationships.

Mr. H amilton. Th at is what  I  am tr ying to drive at, Why was it  an 
adverse factor ? Wha t happened to make it such ?



94

Mr. Solomon. Well, other countries tend to feel tha t as long as they 
have national sovereignty, they have a rig ht to conduct trad e relations 
with thi rd countries as they deem to be in their own interests.

Mr. Hamilton. That is all, Madam Chairman.
Mr. Derwinski. Mr. Secretary, I would like to be sure I  understand 

the point you have been emphasizing. Js the  use of t rade  as a political 
weapon a pa rt of the administration tactics at this time ?

Ambassador Bohlen. I think  it would depend on the circumstance. 
I think  we certainly would use it in a case like Cuba where Cuba is the 
center of a lot of subversive activity throughout Latin America. We 
would and do use it as a political weapon. We use it  with regard to 
North  Vietnam and also with regard to North Korea and China, but 
in Eas tern Europe,  given the circumstances there, I wouldn't think we 
would  use it.

Mr. Derwinski. In other words, it isn’t the nature of the govern
ment; it is their immediate policies to which we must adapt, is that 
what you are saying ?

Ambassador Boiilen. Yes. I would say a country tha t isn’t par
ticula rly engaged in overtly  hostile action towards the United States, 
we wouldn 't invoke a political reason to limit the trade except for 
things set for th by act of Congress where you limit certain assist
ance to the countries tha t are tradin g with North Vietnam.

Mr. Derwinski. Then how about, the  application of thi s policy to a 
non-Communist country ? Let’s say a hostile na tion such as Syr ia or 
Egypt, which is involved in the Middle Eas t crisis. Would you con
sider our withholding of trade as a weapon we might use to good 
advantage ?

Ambassador Boiilen. Well, I am not fami liar with our trade  
policy toward the Arab countries par ticula rly.

Mr. Derwinski. I am speaking of principle  now. In  other words, the 
principle of using trade as a weapon.

Ambassador Boiilen. Well, I don’t know tha t those countries have 
been particular ly hostile. Many of  them broke off relations with us and 
I imagine some of the trade  went along with that.

Mr. Derwinski. Mr. Solomon, is it not a fact tha t prio r to World 
War I I when these Eastern  European countries had legitimate govern
ments, tha t their trade  with us was basically small in proportion to 
our total figure ?

Mr. Solomon. Yes.
Air. Derwinski. So in effect then the marke t tha t you supposedly 

seek is nonexistent ?
Air. Solomon. It  was small and I  think  it will still be small in terms 

of our total trade. I didn’t mean to  give any impression to the con
trary,  Air. Derwinski. I just  think tha t it could be significant. For 
example, let me give you some numbers. This is going out on a 
limb and making  estimates, but I would assume tha t the present $200 
million total  of our exports to Eastern Europe, if we were able to 
regularize the trade with them, give the President the authority  he 
has asked for  to give equal tari ff treatm ent, I would assume within 
a relatively short period of time—3 or 4 years—and if we could 
have the Exp ort- Imp ort Bank financing normal commercial terms— 
not long-term credi t—I would assume tha t we could reach half a billion 
dollars with in a very short period of time.
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Mr. Derwinski. This  is in our exports  to them. You mentioned 
earlier  tha t they produce very little  that has a natura l competitive 
entree to our market.

Mr. Solomon. I think, you see, that we can sell them more, and 
they will buy more from us th an they would sell to us. I don't  think  
tha t they would insist on an exact balancing. Even though  the Com
munist countries tend to do a rough balancing, they will, as you look 
at the case of the United Kingdom, France , and Germany, they will, 
with some countries, run significant balance of payment surpluses or 
trad e surpluses, and with other countries significant trade deficits, so

* tha t they could do as the Soviet Union did this year ; they could 
finance, you see, by some of the currencies they earn in Western  
Europe; they could finance a larger purchase from us than they sell 
to us.

» Mr. Derwinski. We seem to range almost without  rest rain t from
the philosophical to the  practical positions. Looking a t the moral ques
tion, how do you just ify opening up the United States as an import 
marke t for  Polish hams, when the people of Po land are subject to meat 
rationing  ? In  other words, don’t we have any concern for the oppressed 
captives of those countries, or doesn’t that enter into it?

Ambassador Bohlen. I think you are opening up a very large 
field there because, depending on what countries export, they often 
export things tha t could be used at home. I think it is a very, very 
large field and it is difficult to give an absolute answer. I know’ in Soviet 
history that there have been times when the Soviet Union was export
ing grain  when they h ad virut ally a famine in the country. This  was 
back in the twenties and early thirties. But I don’t know how you are 
going to implement a moral princip le in trade matters. If  the Polish 
Government chooses to expor t hams instead of supp lying them to their 
people, they must  thin k i t is to the ir overal l interests as a country  or a 
regime, and I don’t know7 how you would judge it.

Mr. Derwinski. In  other  words, what you are saying is t hat  they 
are allowed to use politica l or economic stra tegy whereas a ll we want 
is to seek normal trade.  You permit them to have motivations far  
beyond our motivations.

Ambassador Boiilen. Well, I think the motivat ion of the Com-
* munist regime is quite different than  the motivation  of the U.S. Gov

ernment in these matters, and I think w7hy we should have normal 
trade,  it would be in countries where they are not engaged in any 
specifically hostile actions against us. I then thin k it is in our best

* interests  to let the trade go ahead. I thin k the long-term effect of 
it will be, on the whole, beneficial to the United States.

Mr. Derwinski. I  w ant to be sure there is some element of consist
ency in this position. Any government then, regardless of its nature , 
tha t isn’t carry ing on a hostile action against us or against  one of  our 
allies, should be subject to any possible trade tha t is practical and 
mutua lly beneficial ? Is  tha t a fai r summation ?

Ambassador Bohlen. I  think it is i f you only except the strategic  
list, which we apply.

Mr. Derwinski. In  other  words, then, you are violating your own 
policy by refusing to trade  with Rhodesia ?

Ambassador Bohlen. I don’t believe we have a complete boycott, 
have we ?
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Mr. Solomon. We took the action of the U.N. Security Council.
Mr. Derwinski. All right. Let ’s take a look at  the consistency of it. 

Let’s take a look at the Soviet Union supply ing to the Federa l Govern
ment of Nigeria, when we and the Brit ish have agreed not to supply 
milita ry equipment. Wouldn’t this be cause enough for  us to assess this 
as an obvious troublemaking, anti-f ree world activity, and stop all trade  with the Soviet Union ?

W hat  do we tolerate and what do we not tolerate ?
Mr. Solomon. My personal view—and I think this has been a long- 

held view in the executive branch, is th at when you are talking about 
people tra ding goods, which they can get  from other countries in the 
world, and you are talking about not long-term credi t, but you are talk 
ing about commercial terms, or cash sales on both sides, tha t you are 
achieving noth ing by cutting off the trad e; absolutely nothing^ except 
making a gesture back home here. You are cu tting off an area of useful 
economic activi ty which is not terrib ly major, but our Government 
works on the permise—and every government in the world—that t rade  
is useful to us and you a re giving an impression of an unreasoning, 
irrat iona l hostil ity because we are one of the few governments in the 
world t hat  introduces political considerations into trade  relations.

Mr. Derwinski. But, Mr. Solomon, you pointed out  earlie r the type 
of product we presume would be competitive. We would assume then 
tha t these East ern  European dic tatorships, or the Soviet Union, or any 
other country won’t make purchases from us unless our par ticu lar 
product  is competitive. To be competitive, we would have to lower our 
price to drive the bargain. In  other words, if they could get it else
where, they might  have to pay a higher price, which would be a dra in on their gold reserves or a drain on their  hard currencv.

Mr. Solomon. No; that isn t so, sir. T ou know how complicated com
mercial arrangements and dealings are. If  we are competitive at our 
standard  price-—I don’t know of any U.S. businessman who has  ever 
lowered his price to make a sale to Eastern Europe. On the contrary, 
I think  they tend to do rathe r well in those sales, and we a re compet i
tive with many products and it would not be a question of lowerin'* price. b

Mr. Derwinski. In your prepared statement, Mr. Solomon, you 
referred to the responsibility of the S tate  Department in advising'the 
Secretary  of Commerce under the Expo rt Control Act. Then a t a hater 
point  in your conclusion you pointed out very clearly tha t it is the posi
tion of the department, and in the longrun interests of the United  
States, to encourage trade with countries of Communist Europe.

Obviously your advice will coincide with your views so that your 
advice at all times would be in the direction of agreeing to any trade  
request ra ther than  taking a ha rd look at the overall package.

Mr. Solomon. I  don’t think th at is true, sir, for this reason: I am a 
firm believer in the Battle  Act. I  think  it has been a great piece of legis
lation and where i t comes to denying s trateg ic goods, we depend upon 
or rely heavily on the technical expertise of  Defense and Commerce 
and the Intelligence Agency, and we do not challenge the technical expertise.
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Now, we wa nt  the Bat tle Ac t to  func tio n as effec tively as possib le. 
We  are  con sta ntl y engaged in  nego tia tio ns  which a re very difficult, w ith  
othe r countrie s in  CO CO M, to tr y  to  mak e th e COCOM list  as effec
tiv e as possible.

Now, if  we have some thi ng  t h a t is cle arly a pea ceful goods item , I 
th ink there i s no  qu est ion  about it. Th e w hole  executive b ranc h of Gov 
ern me nt is u nanim ous in t his . I  m us t sa y t ha t I  ha ve been imp ressed  by 
how  few are the cases in  wh ich  th er e has been  a differen ce of  view 
among  the  d iffere nt agencies. You will have  occasion  to  s peak to them 
yourself a nd  you  might  ask  about tha t.

Mr. Der winsk i. Tha nk  you.
Mrs. K elly. Mr . Zab lock i.
Mr.  Zablocki. Li sten ing to y ou r te stimo ny a nd  pe rusin g your  st ate

ment,  Se cretary  Solomon,  I  came upon  t his : Th e ad min is tra to r of  th e 
Bat tle  Ac t pr og ram  is th e Se cretary of  St ate appo inted by the Pr es i
dent.  However , you  are , in effect, th e ac tin g ad min ist ra to r, an d the  
Ch air man  o f the Econo mic  De fense A dv iso ry Com mit tee.  M it hi n th at  
grou p you have  the adv ice  of othe r agenc ies such as  Comm erce,  Atomic 
En er gy , an d th e Dep ar tm en t of Defense.

Th e Com mit tee , as I  un de rs tand  the  m at ter, has two  active wo rking  
gr ou ps ; one de ali ng  w ith  c hanges  in—read ing fro m you r t est imony— 
or  in te rp re ta tio ns  of  t he  Bat tle  A ct  str ateg ic  list .

Now, wha t do you  mean by “ch ang es in ” ? Are  you pr ep ar in g 
cha nge s to  be inco rporate d in the leg islation?

Mr . Solomon. Eac h ye ar  th er e is a review in  the CO CO M of  the  
COCO M lis t, and then  we cha nge th e Bat tle  Act  lis t to  confo rm to  
th e ch anges in th e COC OM  list .

Ea ch  year we ask  all the agencies  of  Go vernme nt wha t new item s 
they  wa nt  to put on th is  COCOM li st ; wha t items  do the y wa nt  to 
delete  fro m th e lis t th a t they  feel  are  no long er  im po rtan t, an d wh at 
item s do they  wan t to  cl ar ify,  because pro ble ms  of cla rif ica tion and  
in te rp re ta tio n alw ays come up  du ring  th e year.  We  in  th e St ate 
Dep ar tm en t do no t have  the  tec hn ica l expertis e, so we rel y hea vily 
on the othe r agencies. We rea ch a U.S.  posit ion wh ich  we give to ou r 
del ega tion, an d we ne go tia te  in the CO CO M to br in g these abo ut. Th is 
is wha t we me an when we ta lk  about changes .

Mr. Zablocki. T o w ha t ex ten t are th e cha nges dep end ent  on po li ti 
cal fac tor s? I  ga th er  t he re  are  some such factor s th at  come int o play. 
Ce rta in ly  the U.S.  lis t is affec ted no t only by deci sions ar rive d at  in 
COCOM, bu t also by  the un ila te ra l policies  of  fri en dly cou ntr ies . 
F or example, how  will  the U.S.  lis t appli cable to  Eas t Ge rm any be 
affec ted by wha t W es t Ge rm any agrees  to  sell to Eas t Ge rm any ? Is  
ou r lis t influenced by th e tr ad e policy  of the W est Germans , or  the 
Eas t Germ ans —does th a t come i nto  play  ?

Mr. Solomon. Not  as mu ch as you  might  th ink,  sir , an d fo r th is  
rea son:  You are ta lk in g abou t str ateg ic  goods so, therefore, th e 15 
na tio ns  who  ar e memb ers of  CO COM get to ge ther , a nd  each de leg ation  
says, “We t hi nk  t hat such item s s hould  be added , o r such  it ems should  
be d eleted, o r su ch item s sh ould be cla rif ied .” T he re is then  an exchange 
of  techn ica l pa pe rs  as to  w hy such an  ite m has now become of pr im ary 
str ateg ic  im porta nce, or  such an i tem is  no lon ger o f pr im ar y str ate gic 
importance .
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These are threshed out in the  multi latera l forum for all Communist countries as a whole. There is no differentia tion in the COCOM list for  one Communist country as against  a Communist country. We are talk ing about strategic items and agreement is reached.
Now, the U.S. list includes not  only the COCOM items, but many more, you see.
Mr. Zablocki. It  was brought out earlie r th at in some instances our restricted commodities may not appear on a strategic list of another country. Don’t we in such cases, tend to reclassify our items and remove them from our strategic  list ?
Mr. Solomon. No, sir. What happens is this:  The clearly strategic item is on the COCOM list in one form or another. You may have a few cases where agreement could not be reached and, therefore, it is up to the individua l government to determine what the cutoff is. On the clearly strategic items there is no question. The items which are marginal and where there is a difference of view and where agreement cannot be reached—let’s say the United  States  proposed that 10 items be added to a list and  the other countr ies agree that only seven of those be added to the list. We would still continue to exercise our full licensing controls, our full embargo controls on those other three items anyway.
Mr. Zablocki. I believe you said, Mr. Secretary, tha t ours is the only country which has political conditions for trade ?
Mr. Solomon. I  didn ’t mean i t in t ha t sense, sir. In  the ideological sense, we have much more than  other countries-----
Mr. Zablocki. Do we really?  Rhodesia was mentioned earlier. In that case, we joined Great Bri tain  after they put on an embargo.Ambassador Bohlen. It  was the Secur ity Council.
Mr. Zablocki. Yet the Security Council does not see it our way on Vietnam and you said it was a two-way street, the business of trade.Let me say as one who was a cosponsor in 1950 of the Batt le Act, tha t in 1959, a short 9 years later, I  fe lt th at there was a need fo r some rethinking and reviewing. I therefore joined with the then Senator Kennedy, late r President Kennedy, in sponsoring an amendment to the Batt le Act. I do think tha t legislation must change as the world around  us changes. At  the same time, we ought  to get a bit more hard nosed in this trade  field. We can’t go in two directions a t the same time.Ambassador Bohlen. I  would say the U nited States, as a rule, has always sought to avoid political considerations in its trade policies. I think  th is would be true. But, since the end of the war, because of the ideological consideration, because of the fact we were engaged pri marily  in the wa r in Korea and  now in Vietnam, thi s has very heavily influenced our think ing in this matter. I think to say everything being equal and if you haven’t special circumstances like Cuba with subversive activities in Latin America, or the Chinese with  the ir vicious hostili ty in the war, or Vietnam, or North Korea, or something of this kind, i f you haven’t that , we still try  to hold to the p rinciple that  trade should be f ree with the exception of those par ticu lar strateg ic items which have been mentioned.
Would you agree with that  ?
Mr. Solomon. Except where Congress does not feel we should give equal tariff  treatment to the other countries in Eastern Europe.
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Mr. Zablocki. Of course, this  would depend on other things being 
equal. If  we didn’t have the war in Vietnam, we may be able to 
change some policies. Also we wouldn 't need NATO if the Soviet 
Union was not a threat.

Madam Chairman, I certainly want to congratulate you for hold
ing these hearings, because th is is a very important subject. We in 
Congress have our problems with what is “st rategic” trade  and what 
is “nonstrategic” trade. I thin k these hearings will help to clar ify 
this issue.

If  I may ask just  one final question; Mr. Solomon, you said: “We 
do not have in mind special favors to encourage East-W est trade .” Do 
you mean to say tha t you will not suggest or urge equal tarif f tre at
ment for the Eastern  Europ ean countr ies ?

Mr. Solomon. We believe in equal treatment. We do not consider 
tha t a special favor .

Mr. Zablocki. But you do not believe in special favors ?
Mr. Solomon. Special favors? No.
Mr. Zablocki. Yet you are in favor of equal tarif f t reatment?
Air. Solomon. But tha t is not a special favor.
Mr. Zablocki. What would you classify as a special favor ?
Ambassador Bohlen. Rebates, subsidies.
Mr. Solomon. There  could be long-term loans, which is a special 

favor. Under certain  conditions we have subsidized the export of 
certa in products, part icularly  agricultural products. I guess it is 
prim arily  in the area of special financial arrangements tha t we were 
thinking of tha t, in th at context.

Mr. Zablocki. Most of these Eastern European countries feel tha t 
equal tarif f treatment is the best treatment they could receive from 
us.

Mr. Solomon. But  we do not consider that a special favor.
Mr. Zablocki. Than k you very much.
Airs. Kelly. Mr. Findley.
Air. F indley. Mr. Ambassador, if I recall your words correctly, 

you stated it would be natu ral and proper for any country to seek 
to be indepedent and in fu ll control of everyth ing within its terr itory .

Ambassador Bohlen. I would agree with tha t.
Air. F indley. Is tha t not the rationale that President de Gaulle 

used to just ify his action in causing the withdrawal  of the NATO 
integ rated  command from French  soil ?

Ambassador Bohlen. Let  me stat e right off tha t we did not agree 
with President De Gaulle’s analysis of the situation, but we never 
questioned his righ t to do it. He has an independent country  and has an 
absolute rig ht to do it. I  th ink  our differences would be that we didn’t 
feel France was at  all dependent even in the p ast and, therefore, if it 
is not dependent, you are not regain ing independence; you are just 
continuing  to exert a right of independence. I f she wishes to make a 
decision with which we don’t agree, that  is her right.

Air. F indley. B ut President  De Gaulle could make the valid point 
tha t military forces on French soil were no t under French command. 
He could certainly substantiate  that premise, could he not?

Ambassador Bohlen. Yes; that  is true, in all the questions I would 
just  like to remind the committee that the reason for those troops being 
put  in France was a t the  request of the F rench Government in 1950 or
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1951. I t  is a ch ap ter of hi sto ry  wh ich  has  been revised.  I  do n’t th ink 
there, is an y co ntr ad ict ion  between D e Gau lle ’s at tit ud e and  his  ac tion— 
we fu lly  recogn ize his  ri ght to  do it— and my sta tem en t th a t on the 
whole we believe each co un try  shou ld hav e s im ila r righ ts  to  dete rmine  its  own des tiny.

Mr.  F indley . I  wou ld assum e fro m th at we shou ldn’t dea l too ha rsh ly  with  De Gaulle upon that  decisio n the n.
Am bassa dor Bohlen. M ay I  ans wer th at  I  don’t th in k we have?
Mr. F indl ey. M r. Brzez inski, who rec ently  was in the Po lic y P la n

ni ng  C ommit tee  o f the  D ep ar tm en t an d quite  a di sti ng uis he d member, 
in a recent  book  argued  th at our Gover nm ent  sho uld  use the ca rro t- 
and-s tick technique s in its  rel ati on sh ips  wi th  Ea ster n Eu rope . W ha t 
could be used  is MFN , long-term  cre di ts and such a s th at . He arg ued 
th at  these ca rro ts and  sticks should  be used  fo r po lit ica l object ives to  
be given and to be wi thdraw n, de pe nd ing  upon the ac tion of  the Ea stern Eu ro pe an  co untr ies.

Is  t hat  a  r easona ble  policy fo r ou r G overn ment,  w ould you say ?
Am bassa dor Bohl en. I  th in k it  w ould be a very  h ar d one to  im ple 

ment, you know , to have the  c ar ro t an d the s tick . That  is a  ve ry simple 
sor t o f i llu str at ion.  W hen  you are  goi ng  into t hi s s or t of stuff,  it  is very 
difficul t to  know. You  m igh t suddenly decide you  wou ld gra n t a cou n
tr y  all these th ings  and  then  they  would  tak e an act ion  you wou ld 
conside r inimical  to your  i nte res ts an d you wou ld con sider res cin din g 
them and  they  would  say they  wou ld cease to stop and it wou ld be a 
very com plicat ed th in g to admi nis ter . Natur al ly , when you have Vie t
nam  going  on, I  th in k tl iis  becomes a chie f obs tacl e in t he  way o f a ssign 
ment of  ‘‘most fav ore d na tio n” or any ta rif f agreem ent .

Mr. F indley. I n  the  considera tion of  t he  E xp or t-I mpo rt.  B an k leg islation  I  offered an amend ment wh ich  was  no t accepted . Und er  it  a 
conditio n f or  c redi ts by the B an k w ould be an ob lig ation  up on  the pa rt  of  the oth er co un try  to see t o it  th at  eve ry co nt ract  w as covered  bv a 
provis ion  fo r im pa rt ia l ad judica tio n or  a rb it ra tion  of c ommercia l dis 
pu tes  and fo r prote ction  of  pa tent  rig ht s.  Th is was no t accepted, bu t 
th is  was an effort  I mad e in respec t to  the post Vietn am  e ra  to  t ry  to 
br in g the  Eas te rn  Eu ro pe an  countrie s int o ma rketp lac e pra ctic es?  Do you  have a comment?

Am bassa dor Bohlen . I wi ll ask Mr. Solomon  to  speak to  th is.
Mr.  Solomon. We  have sought,  Mr. Fi nd ley,  exact ly the same ob

ject ives  on a rb it ra tion , compulsory a rb it ra tion  an d t h ir d  coun try  a dj u
dication , an d th e pa tent  ar rang em en ts an d all the others th a t you mentioned.

The way  we pro posed  d oin g th at  was  tha t, t hi s would  be part  o f the  
quid pro quo th at  we would ins ist  up on in ne go tia tin g a b ila tera l com 
mercia l agree me nt if  the  Congress were to give the Pr es id en t the au th or ity to ex ten d equa l ta rif f ag ree ment------

Mr.  F indl ey. But  the  Pr es id en t’s Ea st- W es t trad e bil l, as I rea d 
it,  was not. t hat exp lic it. I t  did  lis t the se as some of  the  item s to be 
conside red,  bu t it  was no t bind ing lang ua ge ; it  did  no t make thes e 
as absolut e conditio ns  o f ex ten ding  M FN , fo r example.

Mr. Solomon. We  made it  clear, I  thou gh t, in  the acc om pan ying 
message th at  th is  would be among ou r pr im ar y quid pro quo neg o
tiat in g objectives. Obv iously there would  h ave  to  be  a ce rta in  am ount of  flexib ility f rom co untry  to c ountry.
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Mr. F indley. I s it wise to have any flexibility when we have so 
little in the  way of b argaining  tools that we can use in order to br ing 
about changes within the economic practices of the tota lita rian  
regime?

Mr. Solomon. It  could be that you could achieve approximate ly 95 
percent of your objectives in a part icular situa tion but not 100 
percent.

Mr. F indley. Would yon object to a revision in the language of that 
bill which would make tha t an essential provision, a sine qua non?

Mr. Solomon. I would not object, sir, if there  were some flexibil
ity—for example, on the third -coun try adjudication there was some 
flexibility as to which kind of disputes would enter into th ird-country 
adjudications. I think this  could be usefully explored item by item 
and I would sav tha t in general, since this was the intention of the 
adminis tration,  it might  be feasible to accept this  as a bind ing condi
tion of the legislation: but  I  would like to go over th is with my s taff 
in detail and see if there would be one or two areas where we would 
want a lit tle bit of flexibility in case we could get 90 or 95 percent of 
the objective, but not 100 percent.

Mr. F indley. I think impartial , third-party arbit ration, is a goal 
worth going a fter. I am glad to hear you make those comments.

The comment was made a few minutes ago to the effect that  there 
is probably no AID program in being to countries  tha t trade with 
North  Vietnam.

Mr. Solomon. Could I reformula te tha t? There is no AID program 
in countries t ha t trade  with North Vietnam. The question in my mind 
was—there are a couple of exceptions in the trad e with Cuba as per
mitted  by the legislation.

Mr. F indley. I acknowledge that, of course.
Mr. Solomon. But, after thinking  it over in terms of trade with 

North Vietnam, there are no exceptions.
Mr. F indley. Am I not correct tha t as late as December a con

siderable quantity of soybean oil was shipped to Poland under  the 
donation au thori ty of Public Law 480 ?

Mr. Solomon. As of December? It  must have been authorized at a 
much earlier time and there was some delay in the shipment.

Mr. F indley. I  have not verified it. I heard  over 2 million gallons 
of soybean oil were shipped to Poland during th at month alone.

(The Department of State late r supplied the following informa
tion:)

Shipm ents to Poland of soybean oil ave raging 1.5 mi llion gallons  ann ual ly in 
recent  vea rs were  made by volun tary agencies such as CARB, Church  World 
Services,  and Amer ican Rel ief for Poland. The proh ibit ions under PL 480 apply 
only to sales  agre ements und er Tit le I and  not  to donation s by volunt ary  agen
cies unde r Ti tle I I of the Act.

Mr. F indley. As late as a year ago our Government saw fit to relieve 
Poland of  the necessity—and we had the option to do so of paying in 
dollars a debt of about $17 million. I n place of it, we elected to accept 
various programs which would utilize the zlotys to  tha t same amoun t5 
but we could have asked for dollars. Could this not reasonably be in
terpreted as a form of aid to the Government of Poland ?

Mr. Solomon. I don’t t hin k so, sir, fo r th is reason;. Those programs 
were long-held objectives of our  Government to achieve other foreign
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policy objectives and we were most anxious to get those programs funded, to  get the Polish Government to agree th at those programs— those were English-language  programs and other kinds of  programs— we wanted to carry those on in Poland.Mr. F indley. Isn ’t it unusual for  us to be inaugura ting  aid-to- education programs in Poland? This  may have been a long-held objective, but i t certainly didn’t come to the attention of Congress until quite recently.

Mr. Solomon. Well, I would have to ask the lawyers on t ha t one; but it was not our view and it still would not be our view tha t this represented assistance to Poland.Mr. F indley. The point was also made tha t we have never engaged in price cutt ing in order to get business in the Communist bloc countries.
I recall very vividly the 1964 wheat deal and we made an unprecedented export subsidy on the Durum variety of wheat which came to a premium of somewhere around  $2 million because of the size o f the transac tion, a subsidy about 13 cents a bushel higher than tha t granted to anv other trad er on that variety  up to that point.Mr. Solomon. The  reason we did tha t though, it did not result in a subsidy to the price to the Soviet Union. It  only offset the higher costs of our mandatory  shipping requirement, tha t it be shipped in American bottoms.
Mr. F indley. I asked Secretary Freeman tha t very question in connection with tha t transact ion in the hearings of the House Agriculture  Committee, and he denied tha t the shipping costs had anything to do with the subsidy price on Durum or other varieties of wheat. So there is a basic con tradiction here.Thank you, Madam Chairman.Mrs. Kelly. Congressman Taft.Mr. Taft. Secretary  Bohlen, with regard to these various satellite Eastern European nations, I  can understand vour position as to  the desirabi lity of building independence from the Soviet domination. However, comparing  their economies and society, and making the assumption that this is in the nationa l interest  of the United States  to lead in this direction, how do we then jump to the conclusion of those who would advocate additional trade with Russia because somehow we will in thi s way help build  a consumer-oriented economy in Russia?Ambassador Bohlen. Well, I must say personally I am not really convinced th at  we are going to go very far  in building a consumer- oriented economy in Russia. I think our trade  with Russia is really minute. I  don’t know whether I  do have a difference with Mr. Solomon on this thing. I was thinking more tha t Russia doesn’t produce enough of interest to the U.S. economy to offset what  we could sell to them if we were to have a balance. You eithe r have a balance or you are going into long-term financing and long-term credits, which is something we are not prepared to do. I don’t think the trade with  the Soviet Union is going to have much effect on the development of Soviet society.
Mr. Taft. Our t rade  is so small we are not  going to affect anyth ing?Ambassador Bohlen. I t is small and I  th ink it is bound to be small unless we are prepared to go in for long-term credit s; and I see no sign of that.
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Mr . Taft. Do you  th in k the dev elopment  of  a consu mer-o riented 
economy in Ru ssi a wou ld be in the int ere sts  of w orld peace?

Am bassa dor Bohlen . I  suppos e if  yo u ha d th at , bu t I  see no c han ce 
of  i t. Th e Comm unist P art y  runs  t hing s in  th e Sovie t U nio n an d they  
allo cat e resources the way they  feel an d they  have  nev er shown any 
un due tenden cy towa rd  fa vo ring  th e consumer. They have concen
tr at ed  much more on th e elem ents  th at go to  ma ke up  sta te  power, 
wh eth er m ili ta ry , economic, or  otherwise.

Mr. Taft. W ith re ga rd  to  aid  to  the se na tio ns  in  th ei r economies 
an d otherw ise , do you  have  any opinion , or  pe rhap s Mr.  Solomon 
might  be more f am ili ar  w ith  th is,  as to  the  par tici pa tio n by the Un ite d 
St ates  in t ra de  fa ir s ?

Mr. Solomon. I  am no t sure I go t th e in tent  of  the quest ion , 
Congressman.

Mr . Taft. T he  v ari ous trad e fa ir s in which  we h ave pa rt ic ip at ed  in  
one way  or  a no the r. Do you believe th is  is  o f ass ista nce  to  the  n at ions  
where  the t ra de  fa ir s ta ke  plac e?

Air. S olomon. I t  is of  ass ista nce  to our exports . W e have pa rt ic ip at ed  
in a few  trad e fa ir s where  we thou gh t it  was  to ou r own ad va ntag e 
in  ter ms of  inc rea sin g ou r ex po rts  and in terms  of  some of th e psy
cho logica l imp lications as  well .

Mr . Taft. W ha t about t hose p sychological  im pl ica tio ns ; t hat is wh at  
I am ge tti ng  to. W ha t possible psy cho log ica l im pl ica tio n do we have 
in ou r p ar tic ip at io n in the se tr ad e f ai rs , say in  Ru ssi a ?

Air. Solomon. Alil lions of  people  in  those countrie s pas s th ro ug h 
tho se fa irs an d are impre ssed by the co mp ara tiv e sta te  of  U.S . tech 
nology, the soph ist ica tio n of  ou r goods; they  are  imp ressed  wi th  the 
evidence , b y the evidence  t hey see in tho se trad e fa ir s,  w ith  t he  s ta nd 
ar d o f liv ing Am erican s enjo y. I  th in k it  is  extrem ely  use ful  fo r t hem 
to  be aw are  of th is.

Mr. T aft . Who  co ntrols  ou r p ar tic ip at io n in  these  fa ir s ? AVho makes 
the d ete rm inati on  ? Do you ma ke i t, o r does Com merce m ake  it, an d w ho 
ac tual ly  su pervises i t ?

Mr. Solomon. Th ere are two  sets o f fa irs . One  is con trolled  by  Com 
merce. Th e othe r is contr oll ed  by  U SIA . Th ey  a re bo th funded  by th e 
Congres s; they  bo th  have  sma ll bu dg ets  fro m th e Cong ress.  Th ey  
consult  w ith  th e St at e Dep ar tm en t as to  where the  f ai r sho uld  be h eld , 
bu t pr im ar ily  th e deci sion  on the ha rd  ex po rt prom otional fa ir  is in 
Com merce and  th e psyc holog ica l is  in U SIA .

Mr. T aft . Does U SIA  co nsult  w ith  the  S ta te  D epar tm en t on this ?
Mr . Solomon. Yes.
Mr.  T aft. Is  th e S ta te  Dep ar tm en t ke pt  inf orme d on the deg ree  

of  our p ar tic ip at io n when we go in to th ese  areas ?
Air. S olomon.Yes. AVe wo rk i t out  wi th U SIA .
Air. T aft. Are  you fa m il ia r wi th  th e fa ir  la st  summ er in AIoscow in  

wh ich  we to ok pa rt , wi th  a com mitment  o f $241,0 00 of  U .S.  fund s?  I t  
was on the Odehza I nt er na tion al  Clothin g Ex hibi tio n.

Mr. Solomon. Yes, I  have he ard of  i t;  t he  one in  L en ingrad .
Mr.  T aft. No, it  was in AIoscow.
Air. Solomon. I hav e he ard of  it,  yes. Tha t was  ru n by Commerce.
Mr . Taft . I t  was  run by Commerce, I  wi ll agree  wi th  you, an d 

also  as to th e n at ur e and scope of U.S . pa rti cipa tio n,  the U .S.  Em bassy  
in  Moscow had e xtremely  sketchy in form ati on  p rior  to it s coming. A7ery
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Mr. Solomon. 1 have no doubt tha t our participation in certain fairs is more effective than in others. I t depends more on the quality  of presentation and the way it has been organized.
Mr. T aft. I would like to move to just one other subject and tha t is the licensing of know-how. No mention has been made of this. How does this fit into the overall picture? Economic engineering know-how, chemical plants ?
Mr. Solomon. The Commerce Department has full control over technical data  exported from the United States  and individuals  who wish to export apply and every license tha t is g ranted the Commerce Departm ent publishes but does not ident ify the name of the company which is, of course, a long-standing  practice. There is fully  published every license on teclmical data tha t is granted.
Mr. Buchanan. Mr. Secretary, I must add on the Russian Trade Fai r, we need to take a hard  look at things like this. I don't  know what the impression was on people in the Soviet Union, but as an American observer, I  would come to the conclusion tha t every Communist government in Europe was more advanced than  the United States if I had to base it  on what I saw a t the Trade Fair.
Gentlemen, you have said that you question the efficacy of withholding aid from those t rading with North Vietnam since it  has not had any effect on the ir policies. Did I understand this to be. correct?Ambassador Boiilen. Yes; I  think th at is correct.
Mr. Buchanan. This occurs to  me: If  our aid is of so lit tle value to these countries th at the loss of such aid would not deter them from trading with what at least most Americans must consider our  enemy, then, given our fiscal crisis, do we really  have any business extending aid to such countries ?
Mr. S olomon. The point is that there was very little trade to start with and the few countries that were affected, they chose in these cases, part ially  as a matte r of sovereignty, to ju st do without the aid. Most of  the developing countries do not trade with North Vietnam. They have no reason to. I t is mostly the advanced countries of Western Europe tha t t rade with North Vietnam—and Japan,  which is a very minute amount. There is the combination of their inabil ity or unwillingness to control their ships and, as well, their  objection in principle to submitting to this kind of approach. I t meant they would p refer to go ahead, but in practice the developing countries for whom we run our AID programs today do not trade with North Vietnam. They just don’t happen to t rade with North  Vietnam.
Mr. Buchanan. I  understand you are here to advocate tha t there be increased trad e between the United  States  and Eastern  Europe  and the Soviet Union; is this correct?
Mr. Solomon. This is a presidential policy we believe in. You asked us to testify-----
Mr. Buchanan. May I  move on? Will you tell me, since it  is not our policy to destroy the Government of North Vietnam and our response is only because of aggression, as I understand it, would your advocacy then include, a t the cessation of  these hostilities, trade with North  Vietnam.
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Ambassador Bohlen. I think  that is very difficult to answer because 
it would depend a grea t deal on what the state of relationships were 
in one way or another and I don’t thin k tha t you can say offhand 
tha t you would, just because the hostilities ceased. Technically I think 
the hostilities have ceased with North Korea-----

Mr. Buchanan. Would it include Eas t Germany?
Ambassador Bohlen. I don’t think there is any prohib ition on 

Eas t Germany at the moment. I think what the atti tude  of the 
North  Vietnamese Government would be when the hostilities cease, I  
think  th at would be a very controll ing factor. I point to North Korea 
as an example where there is no trade though we are technically not 
at war with them.

Mr. Solomon. Y ou are referring to our trade with North Vietnam 
and not third -country  trade with North Vietnam once hostilities 
cease?

Air. Buchanan. Precisely.
This has been hinted  at before : As T understand it, the adminis 

trat ion would encourage trade with such a nation as E ast  Germany. 
We have discouraged t rade with and participa ted in a boycott against 
the nation  of Rhodesia. In  the opinion of our Government, is the 
Government of Rhodesia more evil than  the Government of Eas t 
Germany ?

Ambassador Bohlen. The only reason we have taken the action 
with Rhodesia is because of the United Nations action.

Mr. Solomon. Because we recognize Great Brit ain  as the  legitimate 
government of the territo ry of Rhodesia.

Mrs. Kelly. I s the difference between the United States  and the 
Western European policies on trade with the Eas t dr iving a wedge in 
any way between the United States  and our allies?

Ambassador Bohlen. I don’t thin k it has in actual practice. I 
think  where this would sometimes come into conflict would be in the 
COCOM deliberations. There might be some reflection there. I don’t 
thin k it has any effect on our relations with Europe. I think most 
of the European nations realize we are in a special situation because 
of the fighting in Vietnam which would na tura lly affect some of our 
ideas, and in the past  we have been also because there is no European 
nation which is involved with us in the fighting  in Vietnam. There 
are Aust ralia,  New Zealand, and so for th, from tha t area.

I would not  say i t would have an effect.
Mr. T aft. As a matter  of fact, they migh t welcome our staying out 

of the market competitively.
Ambassador Bohlen. I was about to say that.  I think there are 

certain limita tions because of the natu re of the American economic 
society in rega rd to what we can supply them and what they can 
supply us.

Mrs. Kelly. Since the Western Euro pean  countries already have 
established extensive markets in Eas tern  Europe, is there  room for 
us if we would reconsider our policy on the most-favored-nation issue?

Air. Solomon. Yes. Trade is a very dynamic thing. If  you look at 
the quality and the composition—and, of course, at the overall num
bers—you will see tha t it has higher growth  rates normally than  
GNP, and there are many products that we have—we are the larges t 
exporters in the entire world, and there are many products  tha t we



106

have, both in raw materials and manufactured goods, tha t Eastern  
European countries, just like other countries, would want.

For  example, ou r biggest single expor t to the Soviet Union  is in
edible tallow, raw materia l for making soaps. We happen to be ex
tremely competitive in this. Hides are a big factor. 1 think  there is 
a considerable potential  which is basically limited by what they can 
earn selling here plus whatever commercial term credits we would be 
able to give them under normal circumstances.

I thin k also they would be willing, in my view, to purchase more 
here than they sell here and divert earnings from Western E urop e to 
some modest degree. I  do not wish to  have my position represented *
as being one of unrealistic projections here. I  just say th at there can 
be substantia l and significant increases in the trade, although it will 
never be a big facto r in our overall trade.

Mrs. Kelly. Thank you very much Mr. Ambassador, and Mr. *
Solomon.

The committee will now adjourn.
(Whereupon, at 12:10 p.m., the subcommittee was adjourned.)
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H ou se  of  R ep re se nta ti ves ,
C om m it tee  on  F or eig n A ff a ir s ,

S ub co m m it te e on  E ur op e,
W axhington, D.C.

The subcommittee met, pursuant  to adjournment, at 10:10 a.m. in 
room *2*255, Rayburn House Office Building , the Honorable Edn a F. 
Kelly (chairman of the subcommittee), presiding.

Mrs. K elly. The subcommittee will please come to order.
We meet this  morning to  continue our hear ings on East-West trade.
Yesterday we received testimony on this subject from two spokesmen 

for the Department of State—Ambassador Charles Bohlen, the new 
Deputy Under Secretary  for Political Affairs ; and Hon. Anthony 
Solomon, Assistant Secretary  for Economic Affairs,

Today we shal l hear from representatives of the Depar tment  of the 
Treasury . In  this regard , I was sorry to learn that Unde r Secretary 
Joseph Barr, who was scheduled to be with us th is morning, had to 
excuse himself from this commitment. H e is represented here by the 
Honorable Fred B. Smith , the General Counsel of the Treasury, and 
Mr. Stanley Sommerfield, Chief Counsel, Treasury’s Office of Foreign 
Assets Control.

Gentlemen, as you know, this  subcommittee is taking  an overall look 
at the structure of our laws relating to East-West transact ions and 
how* those laws are administered. According to the background sum
mary prepared by the  staff, there are a t least six laws—ranging from 
the Trad ing Wi th the Enemy Act to the Inte rest  Equalization  Tax 
Act—which are administered by the Department of the Treasury  and 
which have a direct impact on East-W est trade and related trans
actions.

We trust, therefore, tha t you will address yourself to these laws and 
how they are implemented by your Department.

Before we begin, I should like to mention that Mr. Smith 's state
ment, togethe r with some additional background materia l, was deliv
ered to members of the subcommittee yesterday afternoon. The back
ground material consists of some 14 typewritten pages of text and 
statistics. I presume, Mr. Smith, tha t you do not intend to read it in 
its entirety  but tha t you will place it in the record of this hear ing at 
the appropriate time.

Wi th this in troduct ion, we are ready to begin and we will hear from 
the Honorable Fred B. Smith, General Counsel of the  Treasury,

(10 7)
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STATEMENT OF HON. FRED B. SMITH, GENERAL COUNSEL OF THE 
TREASURY

Air. Smith. Thank you, Madam Chairman. We do regret very much 
tha t Under  Secretary Barr  could not be here. We are spread pretty  
thin  today in Treasury  and he asks me to express his regrets.

I will read a portion of my statement, the first p art  of it, and then 
in terms of the programs which we administer, I will be happy to 
submit to questions.

I am here to describe the role of the Treasury  Department with 
respect to East-West trade. * •

State  Department witnesses already have discussed the overall for
eign policy aspects o f East-West  t rade. Treasury Department opera
tions rela ted to East-West trade are carefully attuned to these foreign 
policy considerations. •

The Treasury has been given Presiden tial authority and delegated 
the function of administering controls over foreign assets and finan
cial transactions where necessary to protect U.S. national  security 
interests. Determinations with respect to types and amounts of goods 
which are strategic and the U.S. position m interna tional  consulta
tions on the administration of international controls of such commodi
ties are developed through interagency consultations in the Economic 
Defense Advisory Committee (ED AC).

Where questions of overall U.S. foreign policy arise in connection 
with the adminis tering of these regulations, Treasury is largely gov
erned by the views of the Department of State. In instances where any 
contemplated measures or actions would significantly affect the inter 
national financial position of the Uni ted States, the Treasury Dep art
ment would play a major role in the determination of the policy which 
would apply  to such matters.

As a prelude to the remainder of my statement, I believe it would 
be helpful if I were to indicate the extent of trade between NATO 
countries and the Communist countries—to give some idea of the 
economics affecting the U.S. role in East-West trade. The trend  of 
trade between 1963 and 1966 indicates that the t rade of NATO coun
tries with the Communist countries has remained fairly constant— 
imports from Communist countries in 1966 were 3.4 percent of  NATO «
countries total  imports and exports to these same Communist coun
tries were 3.7 percent of the total. NATO countries exports to Com
munist countries increased by 24.3 percent in value between 1965 and 
1966, while thei r exports as a percentage of thei r total exports in- «
creased from 3.3 percent to 3.7 percent. Their imports from Com
munist countries increased 13.7 percent in value between 1965 and 
1966 and the ir imports as a percentage of tota l imports increased 
from 3.3 percent to  3.4 percent.

U.S. exports to Communist countries in 1967 were about $195 mil
lion, down from about $198 million in 1966. Impo rts were about $180 
million in 1967, down from about $182 million in 1966. In both years 
U.S. trade  with Communist countries amounted to about 0.7 percent 
of total U.S. trade. These amounts indicate tha t these transactions 
are not among the most significant which affect the U.S. balance of
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payments. While we must seek out every opportuni ty to improve 
our payments position, U.S. policies with respect to East-W est trade  
cannot be motivated prim arily  by balance-of-payments considerations; 
it is important to mainta in scrutiny over this  trade  fo r national secu
rity reasons.

In order to inform the committee of the details of the Treasury 
Department’s role in East-West trade matters, technical descriptions 
have been prepared  and are attached for the  record. I  shall summarize 
here the more significant aspects of the Treasury Depar tment’s activ i
ties in this important area.

The Treasury Department presently administers  three sets of 
regulations which have a direc t bearing on East-West trade and which 
were issued specifically to operate in this national security area. These 
are the Foreign Assets Control Regulations, the  Cuban Assets Control 
Regulations, and the Transaction  Control Regulations, all of which 
were issued under the authority  of the act of October 6, 1917, as 
amended, 12 U.S.C. 95a.

The first two sets of regulations affect East-West, trade  by prohibit
ing. except pursu ant to license, all commercial and financial tran s
actions with Communist China, North  Korea, North  Vietnam, and 
Cuba or nationals thereof, and with respect to their  products no matter 
where located. The Transaction Control Regulations deal with the 
purchase and sale by Americans and American-controlled firms of 
strategic  commodities located outside the United States if the inten
tion is ultimate  delivery to E ast  Europe or the U.S.S.R.

The Foreign Assets Control Regulations were issued on December 17, 
1950. to implement the U.S. policy of a total embargo on all financial 
and commercial dealings with Communist China and North  Korea, 
including both exports and imports, except pursuant to license and 
were amended on May 5, 1964, to include North Vietnam. The control 
of exports from the U nited  States to these areas is actually exercised 
by the Departmen t of Commerce which has primary  responsibility for 
the movement of U.S.-origin goods under  its export control regulations. 
Thus, the  Treasury Departmen t’s Foreign Assets Control Regulations 
contain a general license perm itting any export directly to those areas 
which are licensed by the Department of Commerce. The financial 
controls contained in Treasury Depar tment  regulations serve to sup
plement commerce controls over the goods. As a practical matter , 
under both Treasury and Commerce Department regulations only 
publications move between this country and Communist China and 
North  Korea.

All imports  from Communist China, North Korea, and North  Vie t
nam are prohib ited by the FAC regulations  the provisions of  which 
also extend to goods regarded as presumptively Chinese. Because of 
transsh ipment possibilities, these restrictions affect imports of certain 
commodities from Eas t Europe and the U.S.S.R. such as certain ores 
and metals, textiles, and animal hair.

The Foreign Assets Control Regulations also extend to American- 
controlled firms abroad. It  is the Government’s policy not to license 
exports by such firms to Communist China, North Korea, or North 
Vietnam except for overrid ing foreign policy considerations. The 
decision on any case which arises in this area is made only in consul
tatio n with the S tate Department (and as appropriate  other interested
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agencies). The general policy followed is based on a 1965 interagency review, headed by the Attorney General, which concluded tha t the applica tion of the Treasury regulations  to U.S.-controlled firms abroad should be continued and that individua l cases should be treated flexibly with exceptions to a general denial policy to be made only on the basis of foreign policy considerations. (This  basic approach was the same th at had been followed in prio r years.) American-controlled  firms abroad equally may not import prohibited merchandise.The Cuban Assets Control Regulations, issued on July 8, 1963, are essentially para llel to the Foreign Assets Control Regulations. Thus, trad e between the United  States  and Cuba is limited to exports of publications  and gif t shipments of foods, clothing, and medicines authorized by the Commerce Department and to licensed imports  of publications. However, in the case of Cuba most American-controlled subsidiaries abroad have been au thorized  for foreign policy reasons to engage in trad e with Cuba in non-U.S. origin goods. As a matte r of fact such firms, except for exports of foods and medicines, are not known to be trad ing  in any  significant degree with Cuba. The auth orization does not extend to U.S. citizens abroad who, as officers or directors, are in a position to control the operations of the foreign firm. Applica tions for licenses to  authorize the participation of such American officers or directors  in Cuban transact ions are handled in the same manner and involve essentially the same considerations as applicat ions relat ing to trad e with Communist China, North Korea, or North  Vietnam by American-controlled firms abroad, as I mentioned earlier.

The T ransac tion Control Regulations were issued on Jun e 29, 1953, following policy consideration of the need, primarily in the inter- deparmental Economic Defense Advisory Committee (commonly referred to as ED AC ), as a part  of the U.S. efforts in the internationallv agreed control of strategic commodities. These controls are in addi tion to the controls exercised by the Commerce Department  over direct exports  from the United States to Eastern  Europe and the U.S.S.R. The Transaction Control Regulations  prohib it, unless licensed, any person within  the United States, and foreign firms controlled by such persons, from purchasing, or  selling, or a rranging  the  purchase or sale o f strategic commodities located outside the United States  fo r u ltimate delivery to Eas tern  Europe and the U.S.S.R. The coverage of these regulations  is restricted to those commodities which are listed as strateg ic by international agreement throu gh the Consultative Group Coordinating Committee (generally known as COCOM). Treasury decisions on requests fo r licenses are in conformance with the policies reached in the EDAC. A summary of Transaction Control Regulations operations durin g the past 5 years is included in the technical descriptions which were attached to my statement.
In  1954, at ED AC’s request, Foreign Assets Control Regulations and Transaction Control Regulations were interp reted to apply  to patent and technical data  licensing agreements whereby the foreign licensees agreed not to ship anything  produced abroad wi th American know-how to Communist China or North  Korea in the absence of a Treasury license. Similarly, the foreign licensees agreed not to ship anything  on the internationa lly agreed strategic lists to Eas tern  Eu-
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rope or  the U.S.S.R. or North  Vietnam in the absence of a Treasury 
license. This control was transfer red to the Commerce Depar tment  
on April  1, 1964. (Und er present Commerce regulations  North Viet
nam is grouped with Communist China and North Korea.)

In  addi tion to the foregoing, Treasury , th rough the Bureau of Cus
toms and the Inte rnal Revenue Service, administers other laws and 
regulations of secondary importance to East-W est trade.

The major  Customs involvement is to assist other U.S. agencies 
and Treasury’s Office of Foreign Assets Control who have the prime 
responsibilities for carrying  out the laws and regulations which are 
applicable to East-West, trade . Customs assistance comes through the 
enforcement of import restrictions, statutory rates of duty,  and ex
por t control laws. Of less importance  to East-W est trade are Cus
toms’ regular responsibilities for collection of import duties and dump
ing duties, smuggling control, and restrictions on imports.

Inte rnal  Revenue, through the Interest Equal ization  Tax (IET ) 
is only involved in tra de, including E ast-West trade,  when Americans 
finance exports through the receipt of foreign debt obligations of 1 
year or more. A series of exclusions is provided to minimize inter
ference with  our general export objectives. The IE T was pr incipa lly 
designed not to deal with trade , but to curta il the outflow of por t
folio funds seeking higher rates of inte rest abroad.

(Mr. Smith’s background material fo llows :)
T h e  R ole of  t h e  T re asu ry  D epa rtm en t  in  E ast -W est  T rad e

The Treas ury  Depar tment  presently adm inisters thr ee  sets  of Regulations which have a direct  bea ring  on East -We st trade.  These are  (1) The Foreign Assets  Control Regu lations. 31 CFR, Par t 500, (2) The  Cuban Assets Control  Regulations, 31 CFR, Par t 515, (3) The T ransac tion Control Regula tions, 31 CFR, Par t 505, all of which were  issued under the  au tho rity of Section 5(b)  of the Tra din g with  t he  Enemy Act, as amended,  (50 U.S.C. App. 5 (b )) , and  Executive Order 9193. Section 5(b ) of the  T rad ing  w ith the  Enemy Act in effect author izes  the President  or his delegate, dur ing  time  of wa r or nat ional emergency, to investig ate, regu late , or pro hib it all commercial and  financial transa ctions by persons subject to the  juri sdiction of the United Sta tes with foreign countries or the  nat ionals of such countries or with respe ct to any proper ty subject to the  ju risdiction of the  U nited  Sta tes  in which such countries or the ir nat ionals  have  any interest. Executiv e Orde r 9193 is the  delegation  of this autho rity  to the Secreta ry  of the Tre asury. The national  emergency is t ha t d eclared by the Pre sident on December 16,1950 at the  time of the Communist Chinese aggress ion in Korea.
It  should be noted that  Yugoslavia is not tre ate d under any of the above Regulations  as p ar t of th e Sino-Soviet Bloc.

(1 ) FOREIGN ASSETS CONTROL REG ULATION S
A. General

The Foreign Assets Control Regulations, issued on December 17, 1950, and amended on May 5, 1964 to cover Nor th Viet-Nam, implem ent the United Sta tes  policy of tot al embargo on all financ ial and commercial dealings by p ersons subjec t to the  ju risdic tion of t he  United  Sta tes  with  Communist China, Nor th Korea  and  North Viet-Nam.
B. Exports  fro m the United S tates

There is dua l jur isd ict ion  in the  Treas ury  and  Commerce Depar tme nts  over 
exports  from the United Sta tes  to Communist China,  North Korea,  or North Viet-Nam. To avoid  overlapping, the  T rea sur y Dep artm ent  has  issued a General License (Section 500.533 of the  Regulat ions ) which author izes all transa ctions  incident  to any  exp ort dire ctly  from the  United Sta tes  to those are as  provided th at  the  export has  been licensed by the Commerce Departm ent.  It  is our  und erstanding th at  the  Commerce Dep artm ent  licenses  only publications, the  personal effects of dep arti ng travel ers , and  dead bodies to be exported to those des ti
natio ns.
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C. Imports into the United States
Section 500.204 of the Regulations prohibits all unlicensed imports into the 

United States of all Communist Chinese, North Korean and North Viet-Namese 
merchandise. Processed forms of such merchandise, as distinct from manufac
tured  forms, are also subject to this  prohibition, no m atter in what  country the 
processing takes  place. The import  prohibition of the Regulations extends to 
goods regarded as presumptively Chinese, i.e., goods of t radi tional Chinese-type 
and goods which had principally been imported into the United States from main
land China before the effective date of the Regulations, no matte r in what  country 
they may be located. It  also extends to certain other  commodities which have been 
located in Eastern Europe and the U.S.S.R. (and Hong Kong and Macao) since 
such countries have been regarded as likely channels through which the Commu
nist Chinese would try to sell such items to the United States. Publications, in
cluding films, affected by the  above prohibitions are licensed for importation. So «
also a re cultural and educational materials valued a t not more than $1,000, p ro
vided they are of a type for which there is no commercial market. Otherwise 
affected goods are licensed for  importation only on presentat ion of satisfac tory 
evidence tha t there has been no Communist Chinese or North Korean interest in 
the goods since December 17, 1950, or North Viet-Namese in terest since May 5, *
1904.

Insofar as trade with the U.S.S.R. and the Eas t European Communist countries 
is concerned, this  prohibition of the Regulations has principally affected textiles, 
certain  metals and minerals and animal  hair. Some of these commodities have- 
been susceptible to licensing, e.g., cashmere and camel ha ir on the basis of physical 
ident ificat ion; others, such as antimony, tin, and tungsten, have not.

It  should be noted tha t not only are  unlicensed imports into the United S tates 
of the above-mentioned types of commodities prohibited, but also all other dealings 
in any such commodities which are located abroad.
D. Exports  and Imports by American-Controlled Firms Abroad

Under the Foreign Assets Control Regulations, foreign firms which are con
trolled by Americans, e.g., branches, subsidiaries, agents, etc., are prohibited, 
as are the parent firms, from exporting to Communist China, North Korea and 
North Viet-Nam, regardless of the origin of the goods involved and whether or 
not the goods are strategic. It  is not the Treasury  Department’s general  policy 
to license such exports except for over-riding foreign policy reasons. The decision 
on any case which arises in this area  is made only in consultation with State 
(and other interested agencies as appro priate). The general policy followed is 
based on a 1965 inter-agency review, headed by the Attorney General, which 
concluded tha t the application of the  Regulations to U.S.-controlled firms abroad 
should be continued and tha t individual cases should be treated flexibly with 
exceptions to  a general denial policy made on basis of foreign policy considera
tions. (This basic approach was the same tha t had been followed in prior  years.)
Only four exceptions have been made:  in earlier years, one for  wood pulp ami 
one for second-hand diesel locomotives, and in neither  case was the transact ion 
consummated; more recently, one fo r spare par ts for tabulating equipment and 
one for truck engine valves. »

The prohibitions on importations of (and other dealings in) Communist Chi
nese, North Korean and North Viet-Namese merchandise and the other types of 
merchandise described in C above are applicable to foreign firms which are con
trolled by Americans.

4
(2 )  CU BA N A SSETS CONT ROL RE GULA TIONS

The Cuban Assets Control Regulations, issued on July  8,1963, replace the previ
ously existing Cuban Impor t Regulations. (In addition to the authority  of Sec
tion 5(b) of the Trading with the Enemy Act, these Regulations a re also issued 
under Proclamation 3447, which was issued under Section 020 (a) , P.L. 87-195.)
The Import Regulations, issued February  7, 1962, prohibited imports into the 
United States  of all goods of Cuban origin and, as amended on March 23. 1902, 
also prohibited imports of goods (e.fir., cigars) made in third countries with Cuban 
components.

Essentially, the Cuban Assets Control Regulations are parallel to the Foreign 
Assets Control Regulations in th at they prohibit all unlicensed financial and com
mercial transac tions by Americans with Cuba or nationals  thereof. Exports to 
Cuba thus are limited to those authorized by the Commerce Department. It  is our 
understanding that, in addition to publications, the Commerce Department li-
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censes gift shipments of food, medicines,  and  cloth ing to be exported to th at  
dest ination. With respect to imports, the  Cuban Assets Contro l R egulations differ 
from the Fore ign Assets  Control  Regulations in th at  there is no list of “presump
tive ly Cuban” goods as the re is in the  case of China. This  is because the  na tur e 
of our  past tra de  with Cuba was such th at  imports of goods of Cuban origin 
could he controlled witho ut a lis t of thi s type. Fu rth er,  the re is no ma nufac tur - 
ing/processing dist inc tion  in the  Cuban Assets Control  Regulations. The import 
prohibi tions here  extend  to all commodities con taining Cuban components. Pub 
licat ions are licensed  for imp orta tion  as they  are  from the Fa r Ea st Communist 
areas.

The Cuban Regulat ions con tain  a general  license (Section  515.541) und er 
which  American subsidiaries abroad  (other  than  banks) are  author ized to sell 
non-United Sta tes  origin goods to Cuba and to buy (or  othe rwise deal in)  
goods from Cuba. This  general license was issued  at  the  Sta te Depar tment ’s 
reques t for  foreig n policy reasons  and on the  unders tanding th at  Amer ican 
subs idia ries  abro ad were on a voluntary  basis  abs tain ing  from tra de  with Cuba. 
(To the  best of our knowledge except for  non-ohjectionable shipments of foods 
and  medicines no signi ficant amount of tra de  has  taken place.) The  exp ort of 
stra teg ic goods to Cuba is not  excepted from the privileges of the  general 
license  because the Sta te Depar tment  fe lt to do so might jeopardize the  in
form al cooperation we were receiving from  our  allies in controll ing shipments 
of stra teg ic goods to  Cuba. (F or  the  same reason , sales to Cuba are not affected 
by the  below-described Tra nsa ction Control Regulations. ) The author iza tion 
in the  general license does not extend to U.S. citizens who, as officers o r direc
tors , are  in a position to cont rol the  operations  of the foreign firm. Appl ications 
for  licenses  to author ize  the par tic ipa tion of American officers or directors  in 
Cuban  transa ctions  ar e handled  in the  same manner and  involve essentia lly 
the same cons iderations as app licat ions  rel ating  to tra de  with  China by Amer
ican controlled firms abro ad. Six such appl icat ions involving exp orts to Cuba 
have been gran ted : thr ee  for  foods, medicines and  medical supplie s; one for 
valves for  use in a wa ter  puri ficat ion p la n t; one for  tr uck s; and  one for 
agricult ura l mach inery (power take-off un its ).

( 3 )  TR ANSA CTI ON CONT ROL RE GULA TI ONS
A. General

The Tra nsactio n Control Regulations were issued on Jun e 29, 1953, at the  
reques t of the  Economic Defense  Advisory Committee (EDAC) as  a pa rt of the  
United Sta tes  efforts  in the intern ationally agreed control of str ategic  com
modities . These Regulat ions are  in addi tion  to the  controls  exercised  by the  
Commerce Dep artm ent  over direct  exp orts  from the  United Sta tes  to the 
Soviet Bloc. They prohibit, unles s licensed, any person  within the United 
Sta tes from purchasing  or selling  or arr angin g the  purcha se or sale  of strategic  
commodities located outside  the  United Sta tes  for ultimate deliv ery to the  
Easte rn European  countries or the  U.S.S.R. The proh ibit ions apply  not only 
to domestic American corporatio ns but  also  to thei r foreign subsidiaries and 
to other foreign firms owned or controlled by persons norm ally  res ident in the 
United States. The Regulat ions  were  intended to fill a gap in United States 
controls  under which tra de rs  in the  United States, wi tho ut violating any United 
Sta tes  regulation, could arr ange  transa ctions whereby stra tegic goods would 
reach Easte rn Europe and  the  U.S.S.R. either in contravention of other coun
tri es ’ security controls, thro ugh  loopholes in the existing control system, or 
via countries withou t adequa te controls .
B. Coverage

The coverage of the Tra nsactio n Control  Regulations is res tric ted  to those 
commodities which are  int ern ationally agreed to he stra teg ic (the COCOM li st)  
and as fa r as United Sta tes  s tra teg ic lis ts are concerned, these commodities may be identified as :

(a)  those which appea r on Commerce Depar tment ’s P ositive Lis t of  Controlled  
Commodities and  which are  identified on th at  Lis t by the symbol “A” in the 
column headed “Commodity Lis ts” (15 C FR 399) ; (b)  those commodi ties which 
app ear  on the  Munit ion List issued by the  Sta te De par tment ’s Muni tions  List 
Board (22 CFR, Par t 121-128) ; and  (c) those commodi ties which app ear  on 
the  Atomic Energy Commission’s Lis t (10 CFR. Par t 30, 40, 50 an d 70).

On the  recom mendation  of the  House Select  Commit tee on Expor t Control 
(the Kitchin Committee) in 1902, we conducted a survey to ascertain  whe ther
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shipments by American subsidiaries abroad to the Soviet Bloc of strategic 
commodities under  United States unila teral  control, but not under COCOM 
embargo and thus  not subject to the Transact ion Control Regulations, were sig
nificant enough to make extension of the Treasury Department Regulations 
appear desirable. Of the over 1,000 replies we received i t was determined tha t 
only nine of these firms engaged in such trade. The total of this trad e in 1901 
and 1902 was about $13 million, of which $12 million was in the form of grain- 
oriented silicon steel sheets used in electronic transformers. In view of this 
substantial evidence that trade  by American subsidiaries abroad with the Soviet 
Bloc in non-con trolled strategic  commodities was insignificant, the Transaction 
Control Regulations were not extended to include such commodities.
C. Statistic s

For the period from January 1, 1963, through December 31, 1967, 311 appli
cations for licenses under the Transaction Control Regulations were filed, of 
which 227 were approved. The principal types of commodities involved were 
communications equipment, electronic equipment, computers and other data proc
essing equipment, and metals and minerals. (See attachment.)
D. Licensing Procedure

Tlie substance of the application is forwarded to EDAC Working Group I  for 
advice. That committee ar ranges for a technical evaluation, and then gives the 
case policy review. The Treasury Department does not attend the technical 
group’s meeting. At the policy review meeting, this Department’s role is con
fined to :

(а )  Clarifying  any questions the Committee may have as to the precise 
impact of Treasury Department controls on the proposed transa ction;

(б) Providing available information as to the applicant, other parties to 
the transaction, e tc .;

(c) Obtaining from the applicant any fur the r data  the Committee may 
des ire ;

(d )  Otherwise attempting to expedite for the applicant’s benefit the Com
mittee’s consideration of the case ; and

(e) Asking questions to obtain clarification of statements by Committee 
members concerning the case.

The Treasury Department consistently does not vote on cases before the Com
mittee, and, in fact, is not a member of Working Group I. When the Committee’s 
advice is received, this Department then e ither approves or denies the  application 
in accordance with the Committee’s recommendation.
F inan cial Aspects of Treasury Department Regulations I ssued Under the 

Trading Wit h  th e E nemy Act

(1 ) FOREIGN ASSETS CONTROL REGULATIO NS

All unlicensed remittances to. or for the benefit of. Communist China, North 
Korea, or North Viet-Nam and their nationals, a re prohibited. Remittances (other 
than those required to be made into blocked bank accounts in the United States)  
are licensed only for the importation of publications by research and educat ional 
organizations and in very limited amounts fo r the living expenses in  (and travel  
out of) Communist China of Americans and of non-Chinese refugees—e.g., White 
Russians. (No requests for such remittances to North Korea o r North Viet-Nam 
have been received.) Use of its blocked funds by Communist China is prohibited, 
except for payments within the U.S. such as taxes  and service charges. (There 
are no blocked assets owned by North Korea or North Viet-Nam.)

(2 ) CUBAN ASSETS CONTROL REGU LATIONS

As in the case of Communist China, North Korea and North Viet-Nam, all un
licensed remittances are prohibited. Remittances to Cuba are licensed for the 
importation of publications by research and educational organizations and for 
the living expenses in (and travel  out of) Cuba of Americans. However, remit
tances to non-Americans are not licensed. Cuban assets in the United States are 
blocked and can be used only to the same limited extent  as can the blocked Com
munist  Chinese assets.



(3 ) TRANS ACT ION CONTROL REG ULATION S

The sole purpose of these Regulations is to prevent Americans  and Amer ican 
controlled f irms from supplying, or p art icipat ing  in the supplying to the European 
Soviet Bloc of stra teg ic goods located outs ide of the  United States. Rem ittances 
to and from the European  Soviet  Bloc are  freely  p ermitted unles s they are  being 
made in connection w ith a pro hibited  transactio n.

Note: Under Treas ury  Depar tment  Cir cular No. 655, the  delivery of U.S. Gov
ernm ent checks to payees in c ert ain  Sino-Soviet Bloc countries is p rohib ited. This 
Cir cular was issued under Publ ic Law 828, approved October 9. 1940, which pro
vides th at  such proh ibitions be imposed if the re is not  a reasonable assurance  
th at  the payees will receive the  checks and be able to negotia te them for  ful l 
value.  At the presen t time, the  countries to which the  prohibi tions extend are  
Alban ia, Communist China, Cuba, Czechoslovakia, Estonia, Hungary , Latvia,  
Lithua nia , Union of Soviet Socia list Republics, the  Russian  Zone of Occupat ion 
of Germany, and  the  Russia n Sector of Occupat ion of Berlin , Germany.

Surve y o f transac tion  contro l license applicat ions, 1963-67
1963:

Number of applica tions received________________________  50

Total  approved---------------------------------------------------------------  34
Total denied____________________________________________  2
Pa rti al  approvals or den ials________________________  3
Other (includes withdrawals , no actio n taken, cancella 

tions) _______________________________________________  11
Approximate value of goods included in app lica tions received :

Total ___________________________________________ $7, 843. 637. 00

Approved ___________________________________  6, 337, 412. 00
D en ie d______________________________________  39, 900. 00
O th e r_______________________________________  1, 466, 324. 00

1964:
Number of applicat ions  received________________________ 44

Total approved___________________________________  24
Total denie d____________________________________  2
O th e r___________________________________________  18

Approximate v alue  of goods included in applica tions r eceived :
Total _______________________________________  $4,99 6,177.00

Approved ___________________________________  4, 047, 510. 00
D en ie d______________________________________  90,100. 00
O th e r_______________________________________  858, 567. 00

1965:
Number of appl icat ions received________________________  58

Tota l approved___________________________________  46
Total  denied_____________________________________  1
O th e r___________________________________________  11

Approxim ate value  of goods included in app licat ions  received :
Total ___________________________________________$14,010,732.00

Approved ___________________________________
D en ie d______________________________________
Other _______________________________________

11, 619. 095. 00 
645, 500. 00 

1, 000, 318. 00



Surve y of transaction control license  applications, 1963-67—Continued1966:
Number  of appl ications received________________________ 40

Total  approved___________________________________  30Total denied_____________________________________  1O th e r__________________________________________  0
Approxim ate va lue of goods included in appl ications rec eived:

Total -----------------------------------------------------------------$14,341,033.00
Approved -----------------------------------------------------  10,692,458.00D en ie d---------------------------------------------------------- 4, 612. 00
O th e r-----------------------------------------------------------  3, 643, 963.00

1967:
Number of appl ications received_______________________ 119

Total approved___________________________________  93Total denied_____________________________________  1Pe nd in g________________________________________  13O th e r__________________________________________  12
Approximate va lue of goods included in appl ications received :

Total ----------------------------------------------------------------- $5,818,181.23
Approved -----------------------------------------------------------  5, 576. 782. 23D en ie d---------------------------------------------------------------  19, 000. 00O th e r----------------------------------------------------------------- 222,399.00

Summary 1963-67:
Applications received_________________________________  311

Total  approved___________________________________  227Total denied_____________________________________  7Pa rt ia l approvals or den ials________________________ 3O th e r__________________________________________  74
Approxim ate va lue of goods inc luded in applicatio ns received :

Total -----------------------------------------------------------------$47, 009, 761. 00
Approved -----------------------------------------------------------  38, 273, 259. 00D en ie d---------------------------------------------------------------  799,112.00O th e r----------------------------------------------------------------- 7,191, 571. 00Principal  types of commodities involved :
(1) Computers anti o ther  da ta process ing equipment.
(2) Communications equipment.
(3) Metals and minerals.
(4) Electronic equipment.

Other.—Withdraw als  occurred when the applicants decided n ot to proceed with the  transa ctions under consideration. No action was taken on applicat ions  when the  merchandise involved proved not to be subject to the  Regulations, when the merchandise was  being sent to a country  not covered by the res tric tions of the Regulations, or when the merchandise  was to  be used for  exhibition purposes only. Cancellations occurred when the  app lica nts  f aile d to provide requested information.
Laws Administered by the Bureau of Customs, F ebruary 1968

The Bureau  of Customs is responsible  primarily  for adm inis tering and enforcing the customs and rela ted  laws and  regulations. Customs also ass ists  other agencies  in adm inis tering and enforcing  their laws  and regulations.
The following listin g of laws  or regula tion s administered  and enforced by custom s is divided into two catego ries. The firs t grouping lis ts provisions which specifically res trict tra de  w ith Comm unist coun tries  or areas. The second group contains examples  of laws or regula tion s which generally  impose res trictions on tra de  but not in term s of trade  with  Communist countri es or areas . The Pa rt  B of the second group does not pur por t to include  all the  laws that  customs ass ist s in enforcing on behalf of other agencies.
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I.  LA WS OR REG ULATION S SP EC IFICA LL Y RESTR ICTING  TRADE W IT H  CO MM UN IST  
COUNTRIES

Foreign and Cuban A sse ts Control Regulations (31 CFR 500.101 and 515.01)
Customs ass ists  in enforcement of regulat ions of Fore ign and Cuban Assets  

Control relatin g to import res tric tions on merchan dise  of Communist Chinese, 
Nor th Korean and Cuban orig in and  certa in other merchandise.
19 U.S.C. 1202, General Hcadnote 3. (d)

This  provision sets  fo rth  the sta tut ory rat es of duty fo r prod ucts  of Communist 
countries as the ra tes shown in the  column numbered 2 in the  Tar iff Schedules 
of the  United State s.
19 U.S.C. 1202, Schedule  1, Part 5, Subpart B, Hcadnote  4

This provision proh ibit s the  imp orta tion  of cer tain furs from Russia or Com
munist China.
Exp ort Control (50 U.S.C. App. 2021-2032)

Customs exerc ises important func tions in assisting the  Department of Com
merce in the enforcement of th e export contro l laws  a nd regulations.

II . A OTH ER LAWS ADMINIS TERED BY CUSTOMS

Tariff  Act  of 1930, as amended (19 U.S.C. 1202, ct seq.)
This is the basic law prov iding for  the  class ificat ion of me rch and ise ; the 

asce rtainment , assessment, and  collection of import du ties ; procedures for  ent ry 
of goods into the  United States ; and for  cer tain res tric tions on imports.
Foreign Trade Zones Ac t (19 U.S.C. 81a-81u)

This Act provides for  esta blishment and operatio n of Foreign Tra de Zones 
and  procedures for adm itting fore ign and domest ic merchan dise  into  such zones 
and  for transfe rri ng  such merchandise ou t of them.
Ant i-Sm uggling  Act (19 U.S.C. 1101-1111)

This Act provides cer tain special enforcement autho rity to cope with 
smuggling.
Antidumping Ac t, 1921, as amended (19 U.S.C. 160-113)

This Act provides procedures for  dete rmining whethe r fore ign merchan dise  is 
being dumped in the United Sta tes , i.e., being sold a t less than  f ai r value  to the 
inj ury of Amer ican industry, and  provides for  assessment and collection of 
dumping duties in appro pri ate  cases.
Miscellaneous s tatute s set fo rth  in Tit le 19, U.S.C.

Customs also exerc ises functio ns und er oth er provisions of law th at  are not 
pa rt  of the Tar iff Act or the  other act s already  mentioned, bu t which are also 
codified in Tit le 19, U.S.C., such as  19 U.S.C. 1 and  2 (Organizat ion of customs 
service, arr ang ement  and  loca tion of distr ic ts) , 19 U.S.C. 68 (En forc eme nt of 
laws in Guam and  the  Virgin Islands and  along Canadian and Mexican Bo rde rs;  
erec tion of bui ldings) , 19 U.S.C. 267 (overtime compensation of customs officers) 
and  many others.
Narcotic  Control Ac t of 1956 (Pub lic Law  128, 84fk Congress, codified in Title s 

18, 21 and 26 ,U.S.C.)
Customs adm inisters and  en forces th is Act as it  rela tes  genera lly to smuggling 

of narc otic s (cooperat ion wi th Burea u of Narcotics  is close ).
Quotas (usual ly under P residen tial  pro clamation)

Customs adminis ters  quota s of various kinds on such prod ucts  a s cattle, cream, 
milk, bu tte r substitu tes,  fish, po tatoes, sta inle ss steel tab le flatw are, brooms, cot
ton, cer tain textile  products, peanuts , wheat and wheat  flour, coffee, and Phi lip
pine cordage, buttons, c igars, coconut oil and tobacco.
Aaw aU on  Law s (Codified in  T itle Ifi, U.S.C.)

Customs exerc ises func tions provided for in the nav iga tion  laws (codified in 
Tit le 46) as tra ns ferre d to the  Bureau by section 102 of R eorganization  Plan No. 
3 of 1946 ( 3 CFR, 1946 Supp. C.IV) perta ining to the entry  and  clearance  of 
vessels, the  collection of tonnag e duties , and the use of vessels in domestic trades, 
including fisheries.
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Int ern al R evenue  Code (Ti tle  26 U.S.C.)
Customs collects certa in impor t taxes imposed by the In ter na l Revenue Code on 

such products as sugar (chapter 37, I.R.C .), oleom argar ine (chapt er 38, I.R.C .), 
and alcohol and tobacco prod ucts  (chapters  51 and 52, I.R.C.).
Neutrali ty Act, as amended (22 U.S.C. JfOl, e t seq.)

Customs ass ists  in enforc ing cont rols on exporta tion  of arm s and  munitions 
of war.
Criminal Code (IS  U.S.C., Chapter 27)

Customs enforces a number of miscellaneous crim inal  laws which are codified 
in 18 U.S.C.

II.B . CUSTOMS ALSO ASSIS TS IN ENFORCING IMPORTATION OR EXPORTATION ASPECTS OF •
THE  FOLLOWING LAWS OR REGULATIONS (PRIMARY AGENCY INDICATED IN
PARENTH ESES )

Atomic Energy Commission Regulations (10 CFR 30, 40, and 70) (AEC).
Immigra tion  and  Nat ionality Act (8 U.S.C.) (IN S) . *
Food, Drugs a nd Cosmetics (21 U.S.C. 381) (HEW ).
Insect icides,  Fungicides,  and Rodenticides (7 U.S.C. 13oh) (Agricul ture).
Haz ardous Substances (15 U.S.C. Chapter 30) (HEW ).
Pou ltry  Pro duc ts Inspection Act (21 U.S.C. C hapter 10) (Agricul ture).
Foot-and-Mouth Disease cont rols (21 U.S.C. 113a) (Agricul ture ).
Meat a nd M eat Products (9 CFR P a r t327) (Agricul ture).
Fed era l Seed Act Regulations (7 CFR Par t 201) (Agricul ture ).
Impor tation of Teas (21 CFR Par t 281) (H EW ).
Imp orta tion  of Ps itta cin e birds, monkeys, dogs, cats, lea the r brushes, etilogical 

agents and  vectors,  and  dead bodies (42 CFR 71.151-71.157) (HEW ).
Impor tation and  Exp orta tion  of Gold (31 CFR Par t 54) (M int ; Office of Do

mestic  Gold and  Silver Opera tions, Treasury).
Trade-M ark Act (15 U.S.C. 1124) (Comm erce).
Copyright Act  (17 U.S.C. 105-109) (Libra ry of Congress) .
Foreign Agents Reg istration Act (22 U.S.C. 611) (Ju sti ce ).
Wild Animals,  Birds. Fish (18 U.S.C. 42; 50 CFR Pa rt  13) (Inter io r) .
Fed era l Alcohol Adm inist ration Act (labelling) (27 U.S.C. 201-212) (ATU).
Depos it or Refuse in Navigable Wate rs and Oil P ollution of Coas tal Wa ters (33 

U.S.C., ch apt er 9) (Army).
Wool Pro duc ts Labelling  Act (15 U.S.C. GS et seq.) (FT C).
Fu r P roducts  Labelling Act (15 U.S.C. 69 et s eq. ) (F TC ).
Tex tile  Fiber Produc ts Identifica tion Act (15 U.S.C. 70-70k) (FT C).
Fed era l Im port Milk Act (21 U.S.C. 141-149) (HEW ).
Viruses, Serums, etc. (42 U.S.C. 262) (H EW ).
Adul t Honeybees (7 U.S.C. 281) (Ag riculture ).
Foreign Excess Pro per ty (40 U.S.C. 512) (Commerce) .
Flammable  Fabrics Act (15 U.S.C. 1191-1200) (FT C).
Counterfeit Coins, etc. (18 U.S.C., cha pter 25) (Secret  Service).

Mrs. Kelly. Thank you so much, Mr. Smith.
On page 5 you state t ha t in administering  the embargo on all U.S. 

exports to Red China, North Korea and North  Vietnam, you delegate ♦
your au thority to the Commerce Department.

Mr. Smith. Yes.
Mrs. Kelly. But you don 't mention anything about the imports.

Who controls the imports from those countries ?
Mr. Smith . We do, the Treasury’s foreign assets control.
Mrs. K elly. Do you delegate any of tha t authority, too?
Mrs. Smith. I  don’t t hink  the  word “ delegate” is correct. Th e Com

merce Department, under  the Export Control Act already has the 
authority to regulate  exports. We have the authority under the Tr ad
ing With The Enemy Act.

What we did was, in order t hat  there not be duplicate administ ra
tion and having  to go two places to get a license, we just  said with
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respect to exports that  anything the Commerce Department  licensed 
under  the Exp ort  Control Act was licensed under our regulations.

Now, Commerce doesn’t have authority to regula te imports. This is 
why the import side of it is regula ted by Trea sury ’s foreign assets 
control under the au thor ity of the  Trading  With The Enemy Act.

Mrs. Kelly. In that  regard, let me ask how do the American-con
trolled firms know which items are on the COCOM list? Assistant  Sec
reta ry of State Solomon testified yesterday that  these lists are confiden
tial. How can you hold the U.S. firms responsible for controlling 
exports  of items when they don’t know what  they are?

Mr. Smith . On our export controls, Commerce has this positive list, 
which are the items the United States regards as strategic. It  is more 
comprehensive than the COCOM list.

Those positive list items, which have an A in the schedule, published 
by Commerce are  virtu ally the same as the COCOM list. In  other 
words, the Commerce Department’s list of items, thei r A items, is the 
same as the COCOM list. However, the positive list also has additional 
items which under the export control regu lations of Commerce may not 
be exported. These items are not subject to the Treasury's transact ion 
contro l regulations.

Mrs. K elly. Mr. Sommerfield, would you like to  speak to  that?

STATEMENT OF STANLEY SOMMERFIELD, CHIEF  COUNSEL, OFFICE
OF FOREIGN ASSETS CONTROL, DEPARTM ENT OF THE TREASURY

Mr. Sommerfield. I f we are  ta lkin g about the strateg ic control of 
goods to Easte rn Europe and Russia, that is unde r the transaction 
control regulations. Those regulations p rohibit Americans from ship
ping anything specifically listed in certain lists to Eas tern  Europe.

Now, the lists of goods are incorporated by reference from the 
■Commerce Departmen t’s comprehensive expor t schedule, which is a 
very complete lis ting of practically all goods ever exported from the 
United States. Those items on the Commerce positive list which have 
an A after them in the special provisions column are those which are 
subject to our Treasury embargo on strateg ic goods going to Eastern 
Europe. Thus, all a businessman needs to do is to look at the Commerce 
Departmen t’s positive list to see if the commodity in which he is inte r
ested has an A in the special provisions column. I f it does have such an 
A, he knows automatically tha t it is proh ibited  for him to ship tha t 
item from abroad to Eastern Europe without a Treasury license. All 
he has to do is look at the list.

Mrs. Kelly. I was speaking of the confidential list.
Mr. Smith. The chairman wants to know what is the COCOM list.
Mr. Sommerfield. In pract ical terms the COCOM list is identical 

with the A p art  of the Commerce Departm ent list.
Mr. S mith . Th at is what I  was trying to  say. It  is practica lly identi

cal with the positive lists of A items of the  Commerce Department .
Mr. Sommerfield. We don’t ask an American to consult the COCOM 

list. We only ask him to consult the Commerce list and see which items 
have an A. The Treasury transaction control extends to these com
modities only.

Airs. K elly. Are there any strategic lists which are secret?
Mr. Sommerfield. No, th e U.S. Treasury has no secret list. U.S. 

firms are obligated or required, Madam Chairman, only to consult the
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publi shed Com merce De pa rtm en t lis t which appe ars in the Fe de ral  
Regis ter .

Mrs . K elly. O n pag e 5, you refe r to Tr ea su ry  licens ing  of  expo rts  
of st ra tegic commod ities .

Mr.  Sommerfield. We do.
Mrs . K elly . Are  such licenses  bein g issued today ?
JSlr. Sommerfield. Yes, we do fro m tim e to time issue such  licenses.
Mrs . K elly . II ow oft en do you issue th em  ?
Mr. Sommerfield. Th e tech nica l sta tem ent gave y ou a lis tin g of  the  

licenses issued fo r the  las t 5 yea rs. Th e cu rre nt  ra te  of ap pl icat ions  
fo r st ra tegic goods f rom  fore ign  countr ies  o rig in at in g wi th  A me rican-  
con tro lled firms runs  about a hu nd red or  so a yea r.

Mrs . K elly. F or what reasons are  the  licenses issue d?
Mr.  Sommerfield. The in te rn at iona lly  agr eed embar go has pro

visio n in the  exis tin g polic ies fo r e xceptio ns to be made in ap pr op ri at e 
cases. For  exam ple,  you migh t say  th at  a pa rti cu la r com modity  wou ld 
be dangero us to ou r na tio na l in ter es t if  it went in lar ge  volume to  
Ea ste rn  Eu rope , bu t one or two of  the m migh t no t be of the sligh tes t 
impor tance.  So there are  pro vis ion s fo r smal l qu an tit ies to go.

Th ere  are de minim is exc ept ions, sma ll-volum e shipm ents. Even 
on the lar ge  item s, if  you are  sati sfie d th a t the  item  will be used fo r 
peaceful purpo ses  and not fo r m ili ta ry  purposes, you may  make an 
exception to the em bargo in a pa rt ic ul ar  case.

Mrs . K ell y. Mr . Smith , di d you w an t to  speak to  th a t ?
Mr. Sm it h . I  wante d to  po in t ou t th at  we rega rd  a la rg er  numb er 

of item s as str ateg ic—when I say “we” I  mea n the U.S.  Government  
an d the Commerce De pa rtm en t in its  ad min ist ra tio n of  th e export 
control—t ha n are agr eed  to  be str ateg ic  by the In te rn at io na l Con
su lta tiv e Grou p.

In  ter ms  of  wh at the  Com merce Dep ar tm en t will  license to  be ex
po rte d fro m th e Un ite d State s, it is a more lim ited grou p of item s 
th an  are  appli cable  to U.S.- contr oll ed  firms abroa d. In  othe r words,  
the Tr an sact ion Control Re gu latio ns  which rel ate  to  goods abroa d 
ap ply only to  the in tern at iona lly  agr eed str ate gic list s, the COCOM 
lis t, o r th is  pos itiv e l ist  of A  items, plus  the  AE C li st a nd  the m un ition s 
list .

Mr . H ays. I was cur ious abo ut a sta tem en t made the re.  I t  says if  
you are sat isfi ed the y are  go ing  to use  thes e th ings  fo r peaceful p u r
poses. How  ca n yo u be satis fied  ? O nce  they  get them,  how’ do you know 
wh at  they u se the m for? I  am no t ag ains t Ea st- W es t trad e pe r se but 
th at  s tatem ent stoo d o ut as one t hat  d id n’t mea n very much .

Mr. Sm it h . I t  d epends , o f course , on the na tu re  o t the item,  in pa rt.  
Let  us tak e, fo r instance, electronic equ ipm ent . You may have ab 
solu te knowledge of  where it  is go ing to be fixed an d pla ced  and u ti 
lize d by th e im porte r. It  is a m at te r of  judg men t in  individu al cases. 
EDAC cons iders these pr et ty  much on a case-by-case basis .

Mrs . K elly. On  page 5 you  also sta te  th at  the Treas ur y con trols 
financ ial tra ns ac tio ns  w ith  Red Ch ina, Nor th  Ko rea , Nor th  Vietn am , 
an d Cuba. How do you co ntrol thes e fina ncia l tra nsac tio ns?

Mr. Sm it h . Th ey  are  f lat ly proh ib ite d unless licensed by the Tre as 
ury De pa rtm en t.

Mrs. K elly. H ow can you  con tro l financia l tran sf er s if  the y are  
cha nne led , for  exam ple,  thr ou gh  Wes tern  Europe ?

Mr . Sm it h . Almost  every financia l tra ns ac tio n goes th ro ug h a U .S.  
bank , one way or anoth er.  I t  is th ro ug h the  banks and fina ncial in-
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stitutions which conduct these transactions , tha t we have the control.
Mrs. Kelly. Do you feel th at you have adequate control over these 

transact ions to assure compliance with the law ?
Mr. Smith. Yes; I feel we do.
Mrs. Kelly. You are speaking of American-controlled firm s; is that 

correct? Are you re ferr ing to  firms owned 51 percent by Americans?
Mr. Smith. As fa r as Communist China, North Korea, and Viet 

nam are concerned under  Fore ign Assets Control Regulations,  they 
prohibit American-controlled companies or controlled subsidiaries 
wherever they may be from engaging in any trade transactions . They 
may be domestic firms or foreign-controlled firms. They may be Amer
ican citizens here or abroad. I t is a virt ual complete embargo as far  
as those three countries are concerned.

Mrs. Kelly. You are speaking about American firms abroad, or 
both ?

Mr. Smith . American firms abroad and American firms at home; 
both of them.

Mrs. Kelly. D o any firms located abroad ever ignore the embargo ?
Mr. Smith. There have been cases of infrequent violation but the 

penalties are  very severe. It  is 10 years’ imprisonment and $10,000 fine.
Mr. Frelinghuysen. How can you tell where a part icular commodity 

originates? You can’t really tell unless it  is labeled on a box whether 
it comes from Red China or North Korea. I remember in Hong  Kong 
a shop was disappointed  when I refused to buy something because they 
had no certificate saying it was made in Hong Kong. They said if I 
bought the same thin g in Singapore  nobody would raise the question 
as to whether it was manufactured there. I suppose that is true. There 
is the possibility an importe r could utilize another country to buy a 
commodity tha t originated from China.

Mr. Smith. Undoubtedly there are possibilities for evasion but we 
have gotten at this in two ways. There is a list of items which are 
presumptively Chinese.

Mr. F kelinghuysen. I  don’t see why human hai r is presumptively 
Chinese, yet I believe that  is one of the items.

Mr. Smith . I believe animal hai r from Eas tern  Europe is one we 
listed, as well as Asiatic human hair.

Mr. F relinghuysen. I  would think  i t would be even worse to pre
sume animals are presumptively Chinese.

Mr. Smith. P rio r to Korea the Chinese were prin cipal  suppliers of 
bristles for paintbrushes. There is something special about the  bristles 
from Chinese hogs.

There is a list of items, such as dyed bristles, where China was the 
princ ipal supplie r, historically, which we presume to be Chinese. 
They are not allowed in from any place.

Mr. F relinghuysen. You mentioned textiles  and animal hair and 
certain ores and metals, a t the  bottom of page 5. W hat ores and what 
metals are considered conclusively Chinese ?

Mr. Smith. It  is not conclusively, because we allow them to prove 
that  they  are not Chinese but they have to have good documentation. 
They are presumptively Chinese unless they can prove to the contrary.

The ores and metals listed are antimony, bismuth, mercury, molyb
denum, tin, and tungsten from Eastern  Europe , Hong  Kong, or 
Macao.
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Mr. F relinghuysen. And we assume they come from China unless 
they prove otherwise ?

Mr. Smith . Yes. There is another list of items where China was a 
significant but not the princ ipal supplier  or exporter of these com
modities. Then if it comes from Hong Kong, Macao, or East ern  Europe 
we apply  the same tests but if it comes from elsewhere around the 
world we don' t. They were a big supplier but not the principal one 
and you can’t apply th at rule all over but we do apply  i t to exports of 
those items from that area.

Mr. F relinghuysen-. They are automatically suspect if they come 
from Hong Kong or Macao ?

Mr. Smith . Yes.
Mr. H ays. I had an entirely  different experience in  Hong  Kong. 

They offered to provide a certificate for anyth ing I would buy.
Mr. F eelinghuysen. You probably went to a different  place.
Mr. H ays. The poin t I  am making is tha t you really  don’t have any 

cointrol over this at all. What is to prevent some American firm from 
sending an order, we will say, to West Germany and the West Germans 
simply either reboxing it or relabeling i t and sending i t on wherever 
they want to? So they pay you through a Swiss bank o r some bank in 
Germany. How do you know anything  about this? The fact  is, you 
don’t, do you ?

Mr. Smith. I  wouldn’t agree with that.  Obviously there  are  oppor
tunities for evasion. But you would be amazed at what our customs 
experts can do in determining where something came from. Take hog 
bristles, for  instance.

Mr. H ays. I  am constantly amazed at how little your customs experts 
do know.

Mr. F eelinghuysen. H ow can you tell where a hog bristle  comes 
from, except from a hog ?

Mr. Smith. Stanley, you know more about that than I do.
Mr. Sommerfieed. Actually, we proh ibit importa tion of all Asiatic 

hog bristles and all dyed bristles. You can’t tell one type of Asiatic 
bristle  from another type. You can tell natura l undyed European hog 
bristles, let us say, from Poland. They are softer and the color is a 
little  different, and a trade  expert can tell tha t those soft  bristles are 
not from China.

Now, on stiff bristles, which are the  Asiatic type,  they  don’t produce 
them very much in Europe. You cannot tell by examination, so we 
keep them all out unless they can satisfy us tha t they were not from 
China.

Mr. Frelinghuysen. I  can understand tha t approach more easily 
than I can try ing  to distinguish between one hog bristle  and another.

Mr. Smith . The other  thing I wanted to say was tha t we have 
access to a lot of intelligence. We are not completely ignoran t about 
what is going on in this area.

Mr. H ays. What  would you do, going back to my hypothetica l case, 
if an American firm sold half a  million dollars of some items to a West 
German firm and the West German firm in turn resold it  to somebody 
in Poland? What business would that be of yours? How would you 
get a t it? You don’t expect an American firm to  follow its  products to 
the final user, do you ?

Mr. Smith . I f the American firm is ignorant of the fact  t ha t this 
is going to be subsequently resold-----
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Mr. Hays. Let them jus t say “we sold it,” and they don’t ask any 
questions. I am in  the horse business. I don’t expect anyone from West 
Germany would want to buy any of my horses, but if they did I 
wouldn’t ask them what  they were going to do with the horse 
afterward .

Mrs. K elly. In other words, how do you safeguard against trans
shipments ?

Mr. Hays. Th at is exactly what I am trying to get at. Outside of 
having a lo t of bureaucrats  drawing fancy salaries in our embassies, 
how can you follow th is up? You have got plenty  of them, because I

* have been working on thi s, and you a re not doing anything about it 
and they are not doing anything about it. Isn ’t that about rig ht ?

Mr. Smith. I  would like to comment on that.
Mr. Hays. Th at is what I  want you to do.

»► Mr. S mith . On the highly  stra tegic commodities, they don’t go out
of here in the firs t place. Commerce just doesn’t license them. In  other 
words, the ones th at are the  most sensitive from the standpoint of our 
national security they don’t allow to be exported except to  reliable cus
tomers in the free world.

Mr. Hays. They don’t go to anybody ?
Mr. Smith . That is right .
Mr. H ays. Name one tha t doesn’t go to anybody outside of atomic 

energy components.
Mr. Smith . They don’t go to anybody unless there  are appropria te 

safeguards . I guess I should p ut it th at way.
Mr. Hays. Name an item that you are talk ing about. Let ’s be 

specific. These generalities annoy me.
Mr. Sommerfield. Stra tegic computers.
Mr. Smith . Most advanced types of computers. Of  course, the export 

control is run  by the Commerce Department. Some of the most ad
vanced types of computers they wouldn’t allow to be exported except 
under very carefully prescribed conditions as to the ir use. Of course, 
if somebody violated th at  kind of a commitment I  assume that  no more 
licenses would be granted.

Mr. H ays. Do we have exclusively the only advanced type of com
puters in the world, or are there others ?

* Mr. Smith . No, sir. Bu t of course we can’t control what other  coun
tries  produce.

Mr. H ays. I  understand th at,  so the p oint  I  am making is th at we 
are refusing to let an American computer go abroad in favor of a

* Bri tish  or F rench computer i f the Easte rn E uropeans want one.
Mr. Smith. Bu t you see these advanced types of computers the 

NATO participants would not allow to go to Soviet Russia or Eastern  
Europe.

Mr. Frelinghuysen. I  thou ght they told us yesterday tha t they 
couldn’t reach agreement on computers  among the COCOM staff and 
each country set its own standards.

Mr. Smith. There are different crite ria as to what is strategic. For  
example, under our laws we take into account whether i t will greatly 
add to the economic potential as well as to whether  the item in itself 
is strategic. Under the COCOM the economic potential is not a 
criterion.

89 -577— 68------- 9
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Let us take a parti cular computer, which may not be the most ad
vanced but fai rly  advanced. We might th ink t hat  was too fa r advanced 
for the United States to let it go to Soviet Russia or Eastern  Eu
rope. On the other hand, one of our partners migh t think otherwise.

Mr. Hays. So then what happens?
Mr. Frelinghuysen. Then our restriction is meaningless except to 

exclude us from a market tha t others are taking,  as Mr. Hays  points 
out. If  you can’t reach agreement as to what is strategic , you have 
nothing, it seems to me.

(An exchange of correspondence between Chairman Kelly and the 
Office of Exp ort  Control, dealing with the shipment of American 
computers to Easte rn Europe, appears  in Appendix II I,  p. 258.)

Mr. Taft. Do you give advance informal opinions in these matters 
without a formal  application having been submitted to you?

Mr. Smith. We don’t;  no. ED AC presumably might consider some- a
thing informally.

Is tha t righ t, Stanley?
Mr. Sommerfield. If  you are talk ing about the strateg ic item to 

Eastern Europe from foreign countries, from American subsidiaries 
abroad, we are not technicians—tha t is, commodity technicians—in the 
Treasury Department. We don’t rea lly know, very of ten, whether the 
experts in mili tary  and intelligence really feel this item should or 
shouldn’t go. We simply know i t is embargoed and we say, “Give us 
an application and we will get advice from the other agencies.” We 
don’t give advance opinions in that sense on strateg ic items.

On our other regulations, which would involve other areas—Com
munist China , North  Korea, North  Vietnam, and  Cuba—we can pre tty 
well give an indication of policy in  advance.

Mr. Taft. I am amazed by how few turndowns you have in this 
data  tha t you have on page 3. Out of 311 applications, only seven were 
denied. I t sounds to  me as though you might  do be tter jus t put ting  
a flat prohib ition on and not having the applications come in with 
the redtape involved and jus t let them go, except where you have a 
specific prohibition.

Mr. Smith . I want to emphasize t ha t on this question of whether 
a part icular piece of hardware is s trategic or not, the Treasury has 
to rely on the experts in EDAC , working g roup 1. They are the De
fense Departm ent and intelligence agencies, and so on. We don’t have 
the competence to determine tha t in the Treasury. We cannot deter
mine whether  a par ticu lar computer is a highly strateg ic item. In 
the Treasury we have to rely on th e advice of the other members of *
EDAC who are knowledgeable in this, the Defense Department ex
perts, the intelligence agency experts, and so on.

Mr. Taft. It  seems to me tha t a summary of 4 years’ operations  with 
only seven applications denied shows this is not very much of an 
operation i f you don’t give advisory rulings.

Mr. H ays. From what I have heard about some of these computers 
that say $1 million when it  should be $1,000, you ought to let them go.
They migh t get them mixed up.

Mr. Smith . Probably a lot of people didn’t apply for items which 
they were pretty  sure were strategic and where they would be turned 
down, so I cannot tell how much significance you should attach to 
those percentages.

Mr. T aft. I can’t, either.
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Mr. Sommerfield. I  think most firms abroad, which are pretty  large 
firms in this field when you are ta lking about computer manufacturers 
and electronic manufacturers, have a pret ty good idea from their local 
author ities over there of what is likely to be permitted by COCOM to 
go and not  to go. Consequently, when they need a license from Treas
ury they have a  p retty good idea in advance that it is either going to 
be pe rmitte d or it is close to being permitted. There are more highly 
strateg ic items on which there is no chance of a license and they don’t  
even bother to come in on it.

Mr. Hays. I have a question on this general subject. On page 7 you 
► say in  the  case of Cuba, most American controlled subsidiaries  abroad

have been authorized for foreign  policy reasons to engage in trade 
with Cuba in non-United S tates-origin  goods. Th at is quite a mouth
ful, that sentence.

a As I understand it, they can do anything they like in trade with
Cuba as long as they don’t buy the goods in  the United States tha t 
they are selling to Cuba. T ha t is another way of keeping American 
firms out and giving the trade to foreign firms but  allowing Cuba to 
get the end result.

Mrs. Kelly. You are refe rring to American firms abroad?
Mr. Hays. Th at is right.
Mr. F kelinghuysex. I don’t know what the sentence means.
Mr. H ays. I f I haven’t interpreted  it correctly , I wish you would tell 

me. I  unde rstand  they can sell anything to Cuba tha t doesn’t or iginate  
in the  United States.

Mr. F relingiiuysen. What is that reference to, most subsidiaries 
abroad ?

Mr. Smith . We exclude banking and shipping.
Mr. Hays. "What would a bank sell to Cuba ?
Mr. Sommerfield. I t wouldn’t sell them anything. I t would give 

them financial assistance.
Mr. Smith . Loans, and so on.
Mr. H ays. I  can’t imagine anybody loaning money there.
I am in the banking business in a small way, myself. We don't make 

loans to anybody tha t can’t  pay it back, and they have no means of 
pa yi ng  it  back.

• Mr. Sommerfield. Some of the European countries are making loans 
to Cuba.

Mr. S mith . I  would like to tr y to explain that. Of course you realize 
that American controlled subs idiaries are nationals subject to  the laws

* of the countries where they operate. We have corporat ions incorporated 
in foreign countries. The controls which we do exercise over subsidi
aries, for instance, in our Chinese controls, are a very sensitive subject. 
It  has been a very difficult political issue for us.

In  the  case of Cuba, moral suasion has worked just  about as well as 
if we prohibi ted these subsidiaries from engaging  in trade wi th Cuba. 
Wi th the exception of medicines and foodstuffs, there is practical ly no 
trad e with Cuba by American subsidiaries abroad, even though they 
are generally  licensed to do so.

The State D epartment  has made i t clear to them that it is contrary 
to U.S. policy, th at  we don’t like them to do t ha t; and they have in 
good faith , by and large, followed that.

The reason why we made tha t exception was, pa rticular ly in the 
case of Canada, th at it had become a sensitive political  issue there, and
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we thought—and events have proven us correct—that American-con
trolled  firms wouldn't trade with Cuba anyway if we told them we 
didn’t want them to.

Mrs. Kelly. Do I  understand correctly tha t an American firm in 
this country is prohibited  to trade with Cuba ?

Mr. Smith. That  is right.
Mrs. Kelly. But an American-controlled firm abroad, perhaps a 

subsidiary of the same firm, is not prohib ited from trad ing  with Cuba ?
Mr. Smith. Tha t is right .
Mr. Taft. That  is for foreign policy reasons?
Mr. Smith . Yes. -
Mr. Taft. What  are the foreign policy reasons?
Mrs. Kelly. I  was going to  ask th at. Can th at same firm trade with 

any country, Russia or any other count ry ?
Mr. Smith . First, it can’t trade with Communist China, North a

Korea, or North Vietnam. That is out. Secondly, it  can’t trade with 
Eastern Europe in s trategic goods under our transaction control reg
ulations. But  third ly, on goods to Cuba there is th is general license 
which permits them to  t rade with Cuba. But bear in mind these are 
U.S.-owned corporations in foreign countries.

As I say, i t has been a hot political issue, p articular ly in Canada; 
but also in the Uni ted Kingdom, Belgium, and various places, th at we 
are extending our sovereignty and applying  our laws in their  countries.

So for  foreign policy reasons when the Cuban regula tions were put 
out, at  the request of the State Department we had this general license 
for U.S. subsidiaries abroad ; but  at the same time the State  Dep art
ment mounted a campaign of moral suasion for U.S. subsidiaries 
abroad not to do this. As I  said, except for medicines and foodstuffs, 
by and large they have not done it.

Mrs. Kelly. What would happen if an American company in 
Nigeria, for example, decided to send a shipment to Rumania?  'Where 
would the Treasury step in ?

Mr. Smith. Under its Transaction Control Regulations  if  it  is a 
strateg ic commodity, it is prohib ited except pursu ant to Treasury 
license.

Mrs. Kelly. How does that affect the laws of the lost country?
Mr. Smith . In th at case if we thin k it  is strategically important that 

the commodity not go, we are willing to undergo the foreign policy 
risks involved.

Mrs. Kelly. How do you check on that ?
Mr. Smith . The prohibition applies  to the American paren t. Tha t *

is where we get jurisdict ion. The American parent has control over 
the foreign subsidiary, and our prohibition applies to them.

Mr. T aft. W hat  do you define as control under the circumstances ?
Mr. Sommerfield. There is no definition. We merely use the word 

“control” and it has to be applied to a part icular case.
Mr. Smith. Effective control, but  we presume control exists if the 

U.S. parent  was 50 percent or more of the stock. I t has to be done 
on an individual basis because effective control, for instance, in the 
case of General Motors, might  be 20 percent where in the case of 
another corporat ion you would have to have 51 percent to have effec
tive control.
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Mr. Hays. Wh at could you do if an American owned corporation 
decided to trade with one of these countries ? They are a foreign  cor
pora tion although the original investment was from the United 
States. You don’t really have any jurisdiction over them at all;  do 
you?

Mr. Smith. We can prosecute the pare nt corporation.  The Com
merce Department migh t deny them the privileges of export licenses.

Mr. Hays. H ow could you prosecute the pare nt corpora tion ?
Mr. Smith. For permitt ing its subsidiary to engage in this activity 

since it controls it.
» Mr. Hays. Did you ever prosecute one?

Mr. Sommerfield. There has only been one case. Most American 
firms are not interested  in violating this regulation . They are pre tty 
cooperative and we don’t have any problems. There was only one ob- 

a scure case. I t was a firm in Au stria which was controlled by an Ameri
can resident.

Mr. Hays. My opinion is if the Just ice Departmen t can’t get Rap 
Brown in jail you would have a hard time  prosecuting General Motors 
in Germany.

Mr. Smith . We would prosecute General Motors here.
Mr. Hays. But by the  time they had exhausted the ir appeals prob

ably you and I would both be dead and nothing would have hap 
pened. Let’s be practica l abou t it.

Mr. Smith . We have never lost a case tha t we went to the court on.
Mr. Hays. You just got throu gh telling me that  you only had one 

case.
Mr. Smith . We have prosecuted a la rge number of cases under the 

foreign assets control  regulations. We have had only one case under 
the transac tion control regulations for activities of a foreign corpora
tion controlled by Americans.

Mr. Hays. That is what we were ta lking about. Wh at cases? You 
say you have prosecuted a lot of cases. You must have shifted fields 
on me and maybe ballgames.

Mr. Smith. We have prosecuted illegal impor tations of Chinese 
goods.

Mr. Hays. That is different. That is something tha t happens here.
• Bu t suppose General Motors decided to ship Opels to Cuba from Ger

many. What  do you do about that  ?
Mr. Smith . I  would presume we would refer  it to the Justice De

par tment for prosecution.
* I would like to also point out that  there is a s tigma attached. I don’t 

think U.S. corporations are part icularly  anxious to be declared in 
violation of our national security controls over trad e and financial 
transac tions with  these areas. By and large it is my impression tha t 
they have complied in good faith  with these regulations.

Mrs. Kelly. Mr. Smith, we have been speaking about exports. What 
about your control over im ports from Communist countries? Do you 
have any special problems involved in that?

Mr. Smith . No special problems because our import controls are 
jus t a flat embargo.

Mrs. Kelly. How do you determine whether a par ticu lar commodity 
comes from North Korea or Red China? We do have imports, some 
from Communist countries.
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Mr. Hays. Wha t do you embargo from Poland, for  example ?
Mr. S mith . Nothing from Poland as such. There is no embargo on 

goods from the Soviet bloc countries except for two items. One of 
them is certain  types of furs.

Mr. F relinghtjysen. Aren’t fu rs imported from the Soviet Union?
Mr. Smith. I think certain specified furs are.
Air. F relinghuysbn. Y ou mean we are trying to conserve furs in 

Russia? On what other basis would we try to determine what  kind 
of furs they are ?

Air. Hays. On the same basis t ha t you distinguish one type of hog 
bristle.

Air. Sommerfield. That is not an embargo on Chinese goods. I t is 
a statutory embargo aimed at certain fu r skins from Russia.

Mr. Hays. I t is a protective device more than  anything else, I 
assume.

Mr. Smith. Essentially there  is no embargo on goods from the Soviet 
Union and Soviet bloc countries unless presumed to be f rom China. 
There is a complete embargo on goods from Communist China, North 
Korea. Nor th Vietnam, and Cuba, plus other goods which are pre
sumptively Chinese.

Airs. Kelly. We return  to  the question of the bristles. I don’t know 
how you can determine whether they come from those countries or 
not. We can, of course, use some other example.

Air. Hays. If  I can throw in an observation for what it is worth, 
I don’t thin k they can, but it gives a lot of people employment in 
trying.

Air. Smith. We do the best we can.
Mr. Hays. Tha t is fair enough. That covers the water front.
Air. Smith. Nothing  directly from China, North Korea, or North 

A7ietnam, coming directly. Then there  is a long list of items in our 
regualtions  which are presumptive ly Chinese which can’t come in 
from any place.

Air. Hays. I s human hair one of them ?
Air. Smith. Split bamboo, s traw braids, hog bristles, carpet wool, 

Tibetan and Nepalese types, cashmere-----
Air. Hays. Stop right  there. Cashmere can’t come from any place 

into this country.
Mr. Smith . It  is presumptively Chinese unless it comes from Iran.
Airs. Kelly. Ind ia or Pakis tan.
Air. Hays. I f I buy a cashmere spor ts jacket in London am I  pre

sumptively buying a Chinese one?
Air. Sommerfield. Customs is physically able to differentiate the 

origin of raw cashmere by physical examination. Just by looking at 
it, a customs wool examiner can tell  whether raw cashmere came from 
Inne r Alongolian or Chinese goats, or from Outer Alongolian goats.

Air. H ays. You keep saying tha t, but I am not  going to believe it.
Mr. Sommerfield. They have p retty well demonstrated it t o us. We 

have given them samples and they would say tha t is Inner Mongolian. 
The growing conditions of the goats are a l ittle  b it different. Manu
factured  cashmere cloth is a different story, and it is not presumptively 
Chinese.
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Mrs. K elly. As far  as raw cashmere is concerned, I do believe it.
Mr. H ays. I  can’t believe an exper t can tell  me where it came from.
Mrs. K elly. Are there any fur the r questions? Mr. Taf t?
Mr. Taft. Mr. Smith,  on the  supplementary materia l you submitted 

it is indicated tha t the authority  originally under the Trading with 
the Enemy Act was supplemented by Executive Order  9193, which 
indicates we are  still in a state of national emergency from 1950. Is 
that correct ?

Mr. Smith . That is correct.
Mr. Taft. I s that  true as to  any other legislation? This is just for 

, the purpose  of the Trad ing  with the  Enemy Act, or are there other acts
unde r which we are  also in a sta te of national emergency?

Mr. Smith. I thin k tha t the principal application of it is to the 
Tra din g with the Enemy Act, but I wouldn' t want to say definitely. 

t  I think  I ought to check that. The national emergency declared in 1950
was related to the Korean war.

Mr. T aft. The question I want to get to is, insofar as the Trading  
with the Enemy Act is concerned, there wouldn’t be any difference 
between a declared state  of war and a nationa l emergency. The same 
trigger ing  has already occurred. Is that  correct?

Mr. Smith . Th at is right . There have been a number of Executive 
orders issued since referring to the continued existence of the na
tional emergency of 1950. In  other words, the President has indi
cated  that  it continues to exist.

Mr. Taft. Thank you.
Mrs. Kelly. Mr. Frelinghuysen.
Mr. F relinghuysen. I would like to ask a couple of questions about 

the beginning of your statement, Mr. Smith. You spoke of the trend  
of t rade  between the Communist countries and the NATO countries. 
You indicate that the trend has been fair ly constant, at the bottom 
of page 2.

Mr. Smith . In  terms of percentages.
Mr. Frelinghuysen. Does the trade of NATO countries include 

the United States  ? I  was under the impression there had been a sharp 
increase in Western  E uropean countries’ trade with Eas tern  Europe, 
and yet this statement  doesn’t seem to bear that out. Is it because our

» trad e is included ? Would th at reduce it ?
Mr. Smith . No. At  the top of page 3 it says tha t imports  from 

Communist countries increased 13.7 percent in value between 1965 
and 1966. What  we are demonstrating here is tha t as a percentage

« of this total  trad e it has remained fair ly constant. It  obviously has
gone up.

Mr. Frelinghuysen. NATO countries are exclusive of the United  
States  ?

Mr. Smith . The percentages in my statement were for all NATO 
countries, including the  United States.

(Mr. Smith subsequently submitted the following statist ical table 
for the record :)
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Mr. Frelinghuysen. You can’t tell from reading  whether it includes 
the United  States  or  not. The first para graph on page 3 could imply 
tha t you had previously been talking  about exports from NATO coun
tries other than the United States.

I am not sure I  understand your statement  in the middle of page 
3, the last sentence of tha t full pa ragraph.

While we must seek out every opportunit iy to improve our payments position, 
U.S. policies with respect to East-West trade cannot be motivated primari ly by 
balance of payments considertaions. It  is impor tant to maintain scrutiny over this  
trade for national security  reasons.

We are not ta lking about  strategic items at all, are we ? We are ta lk
ing about nonstrateg ic, which means items not involving nationa l 
security. How does that have any relevance ?

Of course we need to concern ourselves with the export from this 
country of items which would be considered strategic, but t ha t is en
tirely irr elevan t to the  volume of trade with the  Communist countries, 
isn’t it?

Mr. S mith . I  th ink essentially so, except that the Congress has said 
in, I  think, an amendment of the Expor t Control Act tha t we not only 
ought to look at the question of whether an item is stra tegically  dan
gerous to the national security but its contribu tion to the economic 
potent ial of the Soviet bloc.

Mr. F relinghuysen. We don’t have any restrictions, do we, on th at 
basis?

Mr. Smith . I  don’t know whether the Commerce Department has 
any or not. Of course, another consideration is whether the U.S. 
economy can stand these exports. In  other  words, if something is in 
short  supply in the United States there is a mandate to the Commerce 
Departmen t under the Export Control Act to  limit the  export of tha t 
commodity.

Mr. Frelinghuysen. Bu t presumably that is not a concern in this 
area.

Mr. Smith . No.
Mr. Frelinghuysen. I have no other questions.
Mr. Hays. I  have a question. Does your office, Mr. Smith, prepare 

these regulations about how we are permi tted to trade , and so on?
Mr. Smith . Yes, sir.
Mr. Hays. Did your office prepare this proposed travel regulation 

that  is before the Ways and Means Committee ?
Mr. Smith . Well, we h ad a hand in it, along with Assistant Secre

tar y Surrey and his staff.
Mr. H ays. If  your regulations for so-called trading with the enemy 

are as full of holes as tha t is, you could drive a bulldozer th rough any 
one of them. I  will tell you right now, I  am not going to  vote fo r t hat  
act, bu t even if we passed i t, i t would be impossible to enforce it. h ou 
would have to quadrup le the number of bureaucrats trying to police 
that one. I thin k probably your other regulations are just  about in 
the same situation.

I wonder i f we ought to have anything. They don’t seem to me to 
be very enforceable. The discussion I  have heard this morning doesn’t 
indicate they are enforceable except on a voluntary basis.

Mr. Smith . As far as th e foreign assets control regulations are con
cerned, i t is my considered opinion tha t there is a very high degree 
of compliance.
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Mr. H ays. When you ta lk about foreign assets control, you are ta lk
ing about American owned or substantially owned corporations?

Mr. Smith . Yes, both here and abroad.
Mr. H ays. I  got the impression that  was true, b ut I  also got the  im

pression it was a voluntary thing and there was no reason why it 
couldn’t be gotten around if they wanted to.

Mr. S mith . We hope that most Americans will volun tarily  comply 
with all of our laws.

Mr. I Iays. I have got news for you. I f you get tha t travel tax they 
won’t.

Mrs. Kelly. Mr. Smith, I have one last question. I am not too w
familiar  with the operation of the equalization tax. Would  you tell 
us briefly how effective tha t is? Was there any change in regulations 
recently to ovecome the loopholes in that? This was brought to my 
attention  on several occasions last summer when a number of firms told a
how they were purchasing abroad instead of throu gh New York.
Would tha t be involved in this? Do they avoid the transaction by 
buying stock in these ?

Mr. Smith . I am not sure I  am competent to answer th at question.
I am not in charge  of administering the in terest equalization tax, but 
overall it is my impression tha t it has been having the effect which 
it was intended to have in terms of reducing the  investment in equities 
abroad. You are asking me a par ticu lar question about buying stock 
abroad. I am not familiar  with  that , but I can say that the scope 
for possible evasion was considerably restricted last  Ju ly when the 
enforcement procedures were substantially revised.

Mr. F relingiiuysen. I  wonder what the sentence on the  last page 
of your statement means:

Internal  Revenue is only involved in trade, including East-West trade, when 
Americans finance exports through the receipt of foreign debt obligations of one year or more.

Are there such receipts from Communist countries ?
Mr. Smith. There can be in the case of exports on terms of more than 

1 year where the Export-Import Bank guarantees the  payment of the 
obligation. There have been some exports to Eastern European coun
tries where the Export- Imp ort Bank  guarantees the obligation and 
there is an exclusion in the interest equalization tax  for those obliga- •
tions if they are related to U.S. exports.

Mr. Frelingiiuysen. I don’t thin k I understand that .
Mr. Smith. I don’t think  I stated  it very well. As a means of pro

moting exports the Exp ort- Imp ort Bank can guarantee the payment *
by the foreign obligor, either in whole or in part . The In terest Equal
ization Tax Act contains, among others , an exclusion fo r foreign ob
ligations which are in payment of U.S. exports where the  obligations 
are guaranteed by a U.S. agency, including the Exp ort- Imp ort Bank.

I th ink what exports there have been to the Soviet Union and E ast
ern Europe on credit of more tha n a year have been largely those 
which were guaranteed by the Ex por t-Im por t Bank.

I think priva te businesses in the United States  don’t generally ex
tend credit to the Soviet bloc and Eastern European countries on 
their  own responsibility.

Mr. Frelinghuysen. In  th at case they would not be subject to the tax?
Mr. Smith. In  that case they would not be subject to  th e tax.
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Mr. Frelinghuysen. Some of  us were in Yugoslavia a couple of 
years ago and there was ta lk of join t ventures between Yugoslav in
terests and American priva te interests. Would that kind of par ticipa
tion be subject to the intere st equalization tax ?

Mr. Smith. I  think it would be difficult to  give you an answer to 
that withou t seeing wha t was the natu re of the obligations.

Mrs. Kelly. I t is a joint  venture.
Mr. Smith. If  it is a direct investment, the  interest  equalization 

tax, as I understand it—and I am no t the world’s leading expert on 
this subject—does not apply. It  applies to equity investments. I  th ink 
direct investments are defined as more tha n 10 percent.

Mr. F relinghutsen. So the way it is done might determine whether 
or not the tax applies ?

Mr. Smith. That  is righ t.
Mrs. K elly. Would you submit an illust ration to us when one does 

apply  and when one does not ? You may submit t ha t for the record.
Mr. Smith . When what applies ?
Mrs. Kelly. When a tax applies on this join t venture and when i t 

does not.
Mr. Frelinghutsen. Are we engaging in any joint  ventures yet?
Mrs. Kelly. Yes, we are.
Mr. Smith. I will be glad to supply a fur the r statement for the 

record.
Mr. Frelinghuysen. So there would be concrete instances?
Mr. Smith. Yes.
(The following statement was subsequently supp lied :)

T h e  I m pa ct  of  t h e  I nte rest  E quali zatio n  T ax  on a  J oin t  Ven tu re  B et w ee n  
A m er ic an  P ri vate  I nte rest s an d  Yug oslav I nte rest s

Under the direct investment exclusion, the interest  equalization tax  does not 
apply to the acquisition of stock or debt obligations of a  foreign corporation (or 
partnership) if the U.S. person making the acquisition owns 10 percent or more 
of the  voting power (or partnership profits interest) . Therefore, if an American 
investor owned 10 percent or more of a Yugoslav join t venture (say, in the 
form of a Yugoslav corporation) it  could invest in stock or obligations of the 
corporation withou t payment of tax, but if its interest  were less, it would 
generally be subject to the interest  equalization tax  on such investments.

Mrs. Kelly. I will now re turn  to th e question I raised before. How 
do you collect the tax  on the purchase of stock by an American th rough 
a foreign exchange? A ren’t some people avoiding the ta x in New York 
in that  manner ? I  have been told that  is the way some people are buying 
today. Has tha t anything  to do with the Treasury ?

Mr. Smith . I am sure it has to do with  the  Treasury. I don’t  know 
the answer to your question. I  will be happy to  get. you an answer to  
tha t question.

Mrs. K elly. I unde rstand there is some way of getting  around  the 
tax in those instances. I don’t know how it is done but I would like 
to know what  our Government can do about it, if these allegations 
are true.

Mr. Smith . I am sorry I don’t know the answer, but I will be 
happy to get the  answer for you.

(The' inform ation fo llows:)
L oo ph ol e in  t h e  Ope rati on  of  t h e  I n te rest  E quali zatio n  T ax

Early  in 1967, it  was discovered tha t foreign stocks were being purchased from 
foreigners by Americans without the payment of the interest equalization tax  
and sold to other Americans who were not liable for the tax  by reason of the 
exemption for  prior American ownership. The extent of this problem was
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investigated by the Treasury and i t was concluded th at i t was sufficiently serious so tha t statutory amendments were advisable. Amendments permitting more effective enforcement were proposed and enacted in July 1967 as part of the Inte rest  Equalization Tax Extension Act. Enforcement ac tivity under the amendments has been vigorously pursued  and from every indication we have this type of evasion has been stopped.
Mrs. Kelly. Are there any o ther questions ?
Mr. Hays. I  have one not on the  general subject but on the travel 

tax business. How would you propose to handle somebody who had a 
bank account abroad and who went abroad  and spent money from that 
bank account ? They didn’t take it w ith them and, therefore, they didn ’t 
report it. Suppose you had a bank account in London and you just  *
wrote checks on the London bank. Do you have any idea of whether 
such bank accounts are being established at the moment and whether 
this is contr ibuting to the dollar  outflow instead o f stanching it?

Mr. Smith . Let me answer your first question first.
Mr. H ays. I  am inte rested in this  as a Member of the House.
Mr. Smith. There are, of course, al l kinds of ways to get money 

abroad in addit ion to taking cash abroad. You can take your credit 
cards abroad. Some people can probably  borrow money abroad and 
some have bank accounts abroad. Obviously there are opportunities 
for evasion.

In  order  to have an air tight control which would be as close as 
possible to perfection, you would have to have complete foreign ex
change controls, which we want to avoid.

In the case of the U.S. income tax the re are people who try to evade 
that . There are people who get receipts in cash, for instance, business
men and professional people, and don’t record them on the ir books.
They keep them in cash and it  never gets recorded. Bu t we have a very 
high degree of compliance on our income tax. We th ink there  will be 
a high degree of compliance on the travel tax, too.

Mr. F relinghtiysen. You didn’t  answer the question. Is  there an 
evasion if you utilize money abroad ?

Mr. Smith. Yes, indeed; if you do not repo rt it on your travel tax re
turn , because the tax is on your expenditures from whatever source.
You have to declare when you go out and when you come in, under the 
bill, what cash and travelers checks you have with you. You also esti
mate what you are going to  spend and you pay the estimated tax on *tha t amount.

Mr. F relinghuysen. You are making me range  on Mr. Hays’ side 
by describing it this way.

Mr. Smith. The tax re turn  is subject to audit. *
Mr. F relinghuysen. There are supposed to be 2 million travelers  

go abroad this year. Do you think  i t will take 2 million more to check 
up on this? Are you going to hire 2 million more employees? Tha t 
is a self-defeating thing  if I ever saw one.

Mr. Smith. We have a very serious problem.
Mr. H ays. I am going to help you with it. I am going to cut about 

a billion off foreign aid.
Mrs. Kelly. Are there any more questions?
If  not, then thank  you Mr. Smith and Mr. Sommerfield. Th e com

mittee will stand adjourned  until furt her notice.
(Whereupon, a t 11:25 a.m., the committee adjourned.)
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H ou se  of  R ep re se nt at iv es ,
C om m it te e  on  F or eig n A ffa ir s ,

SU BC OM M IT TE E ON EUR OPE,
Washington, D.G.

The subcommittee met, purs uant to adjournment, at 2:10 p.m., in 
room 2255, Rayburn House Office Building, Hon. Edna F. Kelly 
(chairman of the subcommittee) presiding.

Mrs. Kelly. The meeting will please come to order.
Does the United  States have a double, self-contradictory policy on 

East-W est trade?
The picture presented by the initial witnesses who appeared before 

our subcommittee suggests tha t we may be going in opposite direc
tions in this field.

On the one hand, we have shackled our businessmen with  a mul ti
plicity of legislative and admin istrative restrictions, making it ex
tremely difficult for them to compete with Western European firms in 
the markets of Eastern  Europe.

On the other hand, we have left the door sufficiently open to allow 
a two-way trade of nearly $400 million a year between the United 
States  and the Communist countries, while some of the latt er are ap
paren tly supplying  implements of war to North  Vietnam.

The re sulting si tuation  is neither a credible bridge-building proposi
tion, nor an embargo on East-West trade.

As a m atter  of fact, as was b rought out through the questioning of 
some of the witnesses last week, the existing situation may be under
mining the credibility of our Government abroad, and encouraging 
evasion and subterfuge by p rompting some exporters to work through 
foreign subsidiaries and other foreign firms in order to bypass restric 
tions on exports from the continental United  States.

If  this is, indeed, the case, then we ought to know about it—and do 
something.

Our subcommittee has undertaken these hearings in an effort to 
learn the facts of this situat ion and to ascertain to what extent  our 
laws on East-West trade  ei ther promote, or undermine, our count ry’s 
foreign policy objectives.

Thus  far, we have heard from Members of Congress, and from rep
resentatives of the Sta te and the Treasury Departments.

Today, we are pleased to  welcome the Hon. Walter C. Sauer, F irs t 
Vice President and Vice Chairman of the Exp ort- Imp ort Bank. 
He is accompanied by Mr. William S. Balderston, Chief, Europ ean 
Division, and Mr. Warren Glick, Assistant General Counsel.

(13 5)
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Mr.  Sauer, we received an adv ance copy of yo ur  sta tem ent. I t  is 
ra th er  brie f, so I  would s ugg est  t ha t you read i t i n i ts e nti re ty . W e will 
the n move on to questions  from the  subcommittee .

Mr.  S au er , wi ll you proc eed  ?

STATEMENT OF WAITE R C. SAUER, FIRST VICE PRES IDENT AND 
VICE CHAIRMAN, EXPORT-IMPORT BANK

Mr. S auer. Very  good,  Mrs.  Ke lly .
I  wou ld lik e to int rod uce also ou r As sis tan t Gen era l Counsel, Mr . 

W ar re n Glick. We  m ay hav e to call  on him  fo r some ba ck ing  u p, and 
Mrs . Co rne lia  Fe rber,  ou r Legis lat ive  Assis tan t. Mrs . Ke lly , in  my 
sta tem ent before th is com mit tee in Oc tober 1966, I  tra ce d the hi sto ry  
of  pa st  re lat ions  between the  E xp or t- Im po rt  Ban k a nd  the Com mu nis t 
cou ntr ies . In  sum ma ry,  up  un til  th at tim e the  bank  ha d au tho riz ed  
cre dit s an d gu aran tie s in ap prox im ate ly the  fol low ing  am ou nts:

Hun ga ry , $24 mi llion ; Po land , $4 mi llio n (omitt ing cre dit s of  $40 
mi llio n ext ended short ly af te r the war  and pr io r to  the tim e a Com 
mu nis t reg ime was establ ished in th at coun try , and $61 mi llio n ex
ten ded by the Ba nk  in the 1950’s as agen t fo r the Mutu al Security 
A gen cy ); Ru man ia,  $20 mi llion ; Yugoslavia , $160 m illion.

Al l of  these credit s have been an d are  b eing serv iced  sa tis facto rily. 
Th ere ha d been no tra nsac tio ns  wi th  Bu lg ar ia , Czechoslov akia  or  th e 
U.S.S .R.

Ag ain , I  om it a $20 mi llio n cotton cre di t whi ch we exten ded to 
Czechoslov akia  short ly af te r the wa r, and pr io r to the  ti me the  Com 
mun ist  reg ime was  establ ished in  th a t co untry .

Since Octo ber  1966, the  ban k has gu aran teed  short - and  med ium -te rm 
tra ns ac tio ns  w ith  C om mu nis t c ountr ies  to  the  e xte nt  o f $4 m illi on  fo r 
Hun ga ry , $6.5 millio n fo r Yu gosla via , and some $600,000 fo r Bul 
ga ria . Sin ce mid-1967, th e Ba nk  ha s re fraine d fro m ex ten ding  sig
nif icant cre di ts or  gu aran tie s to the se cou ntr ies  while th e Congres s 
was de ba tin g the role  th a t the  Ba nk  sho uld  play  in con nec tion  wi th 
Ea st- W es t tra de .

Th is debate h as  taken p lace in connec tion  w ith  legis lat ion  e xte nding  
the life of  th e Ba nk  a nd  in cre asi ng  it s l ending  autho rit y.  Cong ress  has  
now ap prov ed  th is leg islation  and, in  so doing,  adop ted  two  amend 
ments  to  th e E xp or t- Im po rt  Ba nk  whic h will affec t the B an k’s au thor 
ity to ex ten d c redi ts and gu aran tie s to  the  C ommunis t coun trie s.

One  ame ndme nt pr oh ib its  th e B an k fro m fina ncing or g ua rantee ing 
exports  fo r a Comm unist co un try  unless the  Pr es iden t find s it  to  be 
in the na tio na l in ter es t to  do so. In  most respects , th is  provision  is 
vi rtu al ly  th e same as th at whi ch ha s been inc lud ed fo r th e pa st  4 or 
5 ye ars  in t he  Ba nk ’s annu al  app ro pr ia tio n act. However , the prov isio n 
is br oade r in one signi fica nt respec t tha n t hat  which  has  been  conta ined 
in th e a pp ro pr ia tio n le gis lat ion .

The Ban k is now proh ibi ted , exce pt wi th the approv al  of  the  P re si 
den t, fro m en gagin g in an  exp ort t rans ac tio n to a th ird co un try  w hen 
the  goods w ill be used in one of th e Com munist  countr ies . Further , of 
course , the  pro vis ion  now is a pe rm anen t part  of  the Exp or t- Im po rt  
Ba nk  Act.
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This provision of the Bank Act requiring a Presidential finding in the 
case of a transact ion with or for the benefit of a Communist country 
must be read in the light  of another amendment to the E xport-Import 
Bank Act which the Congress incorporated in the recent legislation.

As we were saying a moment ago, it is very recent. I t just  passed an 
hour or so ago.

This second amendment provides that  the bank shall not finance or 
guarantee transactions with any country (a) which is engaged in armed 
conflict with the United States; or (b) which “furnishes by direct 
governmental action (not including chartering, licensing or  sales by 
non-wholly-owned business enterprises) goods, supplies, milit ary 
assistance, or advisers to a nat ion” with whom the U nited States is in 
armed conflict.

North Vietnam, of course, is the country with  which we are in armed 
conflict.

Different from the amendment with respect to Communist countries, 
this second provision is an outright prohibit ion on the Bank’s 
authority and does not permit the Bank to act with a Presidential  
waiver on a finding of nationa l interest. Representa tive Fino, who 
sponsored the legislation in the House, stated  tha t all the Communist 
countries other tha n Yugoslavia would be affected.

The Bank is in process of ascertaining th rough  the offices of our em
bassies abroad what countries are fu rnish ing governmental assistance 
to North Vietnam, and, therefore,  would fall within the prohibition. 
Since the amendment also provides tha t the Bank may not engage in 
a transaction  with a t hird  country for  the  benefit of a country which 
is assisting North Vie tnam, the much publicized F iat  case is prohibited 
under the amendment.

You will recall that  in that instance, it was proposed that the Exp ort- 
Import Bank extend a credit to Ita ly to finance machine tools which 
Fiat would ins tall in the automobile plant which it is building in the  
Soviet Union.

Thus, the effect of the two amendments on the Expo rt-Import Bank’s 
activities vis-a-vis the Communist countries is this :

Assuming the governments of those countries (other than  Yugo
slavia) are furn ishing and continue to furn ish goods and supplies to 
North  Vietnam, the Bank is prohibited from financing or guaranteeing  
exports to or for use in those countries so long as the Vietnam war lasts. 
When the war ends, the Bank may again finance or guarantee trans
actions with those countries when the  President  finds it  to be in the 
nationa l in terest  to do so.

Tha t is my s tatement, Mrs. Kelly.
Mrs. Kelly. Thank you so much, Mr. Sauer.
Mr. Sauer, on page 1 of your statement, you stated tha t the Bank 

has refrained from extending any significant credits to the Eastern 
European countries since mid-1967. What., precisely, do you mean by 
the term “significant” ?

Mr. Sauer. I  mean something in amounts, I would say, over $1 
million or $2 million, but more significant, credits or guaran ties tha t 
we enter into directly with the countries involved, ra ther than through 
our exporters.



The $4 million for Hungary,  the $6.5 million for Yugoslavia, and $600,000 for Bulgaria were all done through our exporters, and they were all broken up into smaller transactions, rath er than  anything  large.
Actually , the $4 million for Hungary  was author ized well p rior  to  mid-1967.
The force of the statement is this : We had the opportuni ty to engage in negotiations with several of the  countries involved, on significant credits in the sense of a number of million dollars, for plants , and we said in view of the fact tha t Congress is debating the policy involved in our extending credits to Communist countries, let ’s not engage in these negotiations. This has been true since, I would say. June of 1967.
Mrs. Kelly. 1 es. Well, I will leave tha t for a moment.
I would like to go to pages 2 and 3 of your  statement where you have described two amendments to the E xpo rt-Import  Bank Act which re late to transactions with Communist countries.
Are these amendments finalized at this time ?
Mr. Sauer. They are, Mrs. Kel ly; yes.
Mrs. Kelly. Then it would appear tha t the second amendment effectively ba rs any t ransactions with the Eastern European countries, with the possible exception of Yugoslavia.
Is that righ t ?
Mr. Sauer. This is the assumption we are proceeding on at this moment. As I say, we are checking this out through our embassies in these countries. The question posed is, “Is the country to which you are accredited”—now addressing the Ambassador there—“fur nishing goods, supplies, mili tary  assistance or advisers, within the meaning of the amendment to this act? ” which I  have quoted.This is the question we are posing, and we haven’t got definitive replies yet.
Mrs. K elly. Can I deduce from that  tha t you have some applications on hand at this time ?
Mr. Sauer. Not  quite, Mrs. Kelly. O ur problem is this : We have an operation which we call the export  credit guarantee and insurance operation, which is r athe r a utom atic; t ha t is, we issue guarantees and insurance to exporters upon all applications of our own exporters  rather  than the foreign countries.
We have to send out notice to these institutions t ha t are conducting this program for us, the banks and the insurance company in New York, “Stop. No more. Don’t do anything  more under this program for exports to these countries.” That is th e first thing.
Now as to applications from foreign countries, no, we don’t have anyth ing in parti cular. We have fended them off since June 1967, as I  said.
Mrs. Kelly. I  would like to  follow th at up with one more question: Did the  bank  issue guarantees in connection with sales to Communist countries prior  to 1964, and if so, to what countries ?
Mr. S auer. Yes, we were engaged in operations prio r to 1964. I  believe prio r to 1964 most of our activities took place in Yugoslavia. We had nothing part icular in the other countries. We may have done some things in Poland, as I  indicated, in the  1950’s, as agents  for the
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mutual  security, but Yugoslavia was the main recipient  of our 
financing and guarantees.

Then in 1964, afte r the U.S.S.R. evinced interest  in buying wheat 
in the United States, the Congress passed the first of these appro
pria tion  acts which prohibited us from engaging in transactions with 
the Communist countries unless the Pres iden t found it to be in the 
national interest  to do so.

The President did find i t to be in the national interes t for us to do 
this, first for agricultural  products only, and much la ter for all kinds 
of goods, other than  arms or ammunition;  all peacetime goods.

Now, following those presidential findings, we did several things 
with the Communist countries. With Hun gary , we d id agricultural 
products. With Poland, we also did some agricultural products. We 
did none with  the U.S.S.R., although it was the original appl icant— 
or if not applicant, it was the country which provoked the  debate, so 
to speak. Later we did a petroleum plan t with the Rumanians.

That is about the extent of our activity , other than  the continued 
activi ty in Yugoslavia.

Mrs. K elly. One final question before I call on Mr. Frel inghuysen.
Wh at portion of the U.S. exports to the Eas tern  European coun

tries  is covered by Bank guarantees or loans ?
Mr. S auer. Infinitesimal.
Mrs. Kelly. Infinitesimal ?
Mr. Sauer. Oh, very small; very small.
Mrs. K elly. Congressman Frelinghuysen, do you have a question?
Mr. Frelinghuysen. Thank you, Madam Chairman.
Mr. Sauer, could I ask you how a Presidential determination is 

arrived at, which enables guarantees to be made ? On what  basis is a 
Presidential  determination made ?

Mr. Sauer. Well, it is prim arily  upon the basis of a recommenda
tion  of the Secretary of State,  Mr. Frelinghuysen , to the President, 
and just  what goes in the process of making tha t determination by 
the Secretary I am not able to say. That is done within the State 
Depar tment, of course, and it is based on foreign policy considera
tions to which the Exp ort -Im por t Bank is not necessarily a party .

We join in the recommendation to evidence our interest and our 
ability  to extend the guaran tee, or the credit, as the case may be, in 
the event the President  makes the favorable finding, and tha t was 
done in these several instances that I  mentioned

Mr. F relinghuysen. You join in advocating tha t there should be 
a favorable Pres ident ial determination ?

Mr. Sauer. I  would say yes.
Mr. Frelinghuysen. D o you do i t on th e basis t ha t it would be a 

good commercial transaction,  or because from some policy point of 
view it would seem desirable?

Mr. Sauer. I was just  about to say th at I thin k our role is limited to 
the commercial and financial aspects, and tha t is understood when we 
endorse the recommendat ion; tha t is, we endorse it from the stand
point, I  repeat, of the Bank’s ability to finance this  part icu lar  coun
try;  tha t is, to extend credits which we find we will be paid  for.

Mr. F relinghuysen. B ut State presumably looks a t different con
siderations in making  a recommendation tha t there be a Presiden tial 
determinat ion.

89 -5 -1 0
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Mr. Sauer. That is correct, sir.
Mr. Frelinghuysen. What has your experience been on the  gua rantees tha t have been issued ? Has i t been pre tty good ?
Mr. Sauer. I t was been good, Mr. Frelinghuysen. These guarantees and credits have been serviced by the countries involved.
Mr. F relinghuysen. Turn ing to the legislation tha t the  House just  approved today  with respect to these new amendments, you say the first provision is basically a continuation  of language  in  previous appropriations bills, but is now broadened to include any transac tion with a th ird  country.
Mr. Sauer. That  is correct.
Mr. F relinghuysen. Then the second provision would seem to p revent completely any trade with Eas tern  European  countries, as I unders tand it. You say th is is an o utri ght  p rohibit ion on the Bank’s authority, and tha t now you are exploring with embassies what countries are tradin g with North Vietnam. Presumably, to some degree, they are all engaged in this kind of trade , and it will lead to a p rohibition of any guarantees, because there is no escape clause.Mr. S auer. T hat  is correct. If  the assumption is correct—which we are in the process of checking—that  these countries, other than  possibly Yugoslavia, a re in fact  furnishing  goods to Vietnam, there is an outr ight  prohibi tion on our ability or authority  to extend guarantees or credits, so long as the Vietnam w ar lasts.
Mr. Frelinghuysen. And automatically, the language now incorporated into the law invalidates  the previous determina tions with respect to the national interest? Or are those s till applicable?Mr. Sauer. They may stand there , but the more restrictive language of the second amendment would app ly;  namely, we would be prohibited from engaging in these t ransactions.
Mr. F relinghuysen. Thank you.
Mrs. Kelly. Mr. Hamilton ?
Mr. Hamilton. Mr. Sauer, you mentioned in your statement the Fiat case. Wh at has happened there? Have they gone ahead with the ir plans in the Soviet Union to build the automobile product ion facili ty ?
Mr. Sauer. We are informed that  Fi at  is proceeding to fulfill its agreement with  the Soviet Union, and construct the plant.  We were fur the r informed directly by Fia t—this was p rior to the passage of the legislation today—that  they h ad abandoned any thought of pressing thei r request with  the  Ex por t-Im por t Bank, and were proceeding to buy $25 million of machine tools in the United States  rath er than  the $50 million they had asked us about, and tha t they were going to pay cash, or get credit somewhere else.
Mr. Hamilton. They worked the financing out elsewhere; not in this country.
Mr. Sauer. Somewhere. We don’t know tha t. I  suspect it  was not in this country.
Mr. H amilton. They have reduced their purchases from American businesses by $25 million.
Mr. Sauer. That is correct.
Mr. H amilton. Wha t kind  of an attitude does the Bank have on that transaction ?
Mr. Sauer. Did we have?
Mr. Hamilton. Do you have now.
Mr. Sauer. Well, of course, we abide by the law of the Congress.
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Mr. Hamilton. Do you consider the law of the Congress a mis
take ?

Mr. Sauer. I wouldn’t say tha t, Mr. Hamil ton. I would say this : 
That when the request was filed wi th us a year and a half  ago, we 
thought this was something that  we should do. We had a good bor
rower in I taly , we knew th at  the machine tools were subject to license, 
tha t they were not  on the prohib ited list, and we had the benefit o f 
a finding of the executive department tha t the  Executive was in favor 
of this transact ion. For many policy considerations, the Executive 
thou ght this  should be done.

So on tha t basis, we at the Bank were quite ready to do it, but 
as I  indicated, we refr ained from pursuing it aft er the debate on the 
matter erupted in Congress.

Mr. Hamilton. The Bank is now prohibi ted, as you say in your 
statement on page 4, from financing or guaranteeing exports to any 
countries so long as the Vietnam war lasts. How do you in terp ret tha t 
phrase, “so long as the Vietnam war lasts” ?

Mr. Sauer. That is rather lay language I have used, Mr. Hamil 
ton, as you have quickly seen, and-----

Mr. Hamilton. I s that  the language of the bill ?
Mr. Sauer. No, it is not. I  j ust loosely used the term “the Vietnam 

war.” The act mentions “armed conflict.” I  suppose if the Vie tnam war 
ended, and we were engaged in an armed conflict with another country, 
this amendment would apply. The wording of the  amendment is th is :

The bank shall not finance a guaranty  transaction for any country which is 
engaged in armed conflict with the United States.

Nor can we help a country tha t is helping any such country. So the 
provision no longer applies when armed conflict ends.

Mr. Hamilton. So if, as some people say, there  will be for years 
and years, guer rilla  activi ty and the like in  Vietnam, and perhaps some 
American commitment there, as in the case of Korea, this would sti ll 
apply, in your judgment?

Mr. Sauer. I will turn to our lawyer at this  point,  and ask him 
what we do then.

STATEMENT OF WARRE N GLICK, ASSISTANT GENERAL COUNSEL. 
EXPORT-IMPORT BANK OF THE UNITED STATES

Mr. Glick. Well, it would seem to me, Mr. Hamil ton.
Mr. H amilton. So long as we are shooting at anybody, anywhere, 

this amendment would app ly, in your inte rpre tation ?
Mr. Glick. Yes, sir. I t says armed conflict with  armed forces of the 

United States.
Mr. H amilton. That  could develop into quite a restriction, couldn’t 

it?
Mr. Glick. Yes, sir.
Mr. Hamilton. W hat is the attit ude  of the Communist countries 

toward  these restrictions ? Have  you had any reaction from them ?
Mr. Sauer. No, I  don’t believe we have at the Bank. Actually , we 

haven’t seen representatives of those countries since the midsummer 
of 1967, and to my knowledge, they  haven’t  made any representations 
to the Bank.

Mr. H amilton. All r ight . That is all, Madam Chairman. Thank  you.
Mrs. Kelly. Mr. Derwinski ?
Mr. Derwinski. Thank you, Madam Chairman.
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May I  first mention t ha t those are very attrac tive Irish earrings you have.
Mrs. Kelly. Thank you, Mr. Derwinski.Mr. Derwinski. Mr. Sauer, background informat ion tha t we have prepared by our staff goes into grea t detail on the 1966 determination by President Johnson permitting  the sale of “peaceful” U.S. products to Bulgar ia, Czechoslovakia, Hungary , and Poland.How do you define, or how was the definition presented to you, of “peaceful” in the context of that  determination  ?Mr. Sauer. I don’t know tha t we have thoug ht about th is u ntil just now, but I will give you this answer, sir, which I thin k is correc t: There was no problem with the items tha t we were called upon to deal with. I t was farm machinery and things  like that.I believe we would have been protected, so to speak, by the Exp ort Control Act under which Commerce issues licenses or does not issue licenses, and they make the determination as to when or how something should be exported, and in what  category it falls, and we would be guided accordingly.
You see, we don’t do anything unless Commerce issues the license.Mr. Derwinski. Ea rlier , in response to a question from Mr. Freling- huysen, you pointed out tha t the determination by the Pres iden t f ollowed recommendations of the Departmen t of State, and I believe in earlier  testimony we were advised tha t the Departmen t of State  advisory relationship to the Commerce Depar tment  is motivated  by their philosophy of  bridge building, so tha t they m atter of factly were pleased to recommend whatever Commerce wished to sanction.That raises the question of the petroleum plan t to Rumania. Was the determination by the President perm itting in 1964 the sale of products  and services specifically determined to pe rmit the acquisition by Rumania of those petroleum facilities?
Mr. Sauer. I t was not, sir. The Pres iden t’s finding, if I recall, was in general language  to the  effect that  he found it to be in the nationa l interest  for the export -----
Mr. Derwinski. But my question is, so far as Rumania was concerned, the item of importance tha t they were then able to acquire was the petroleum plant.
Mr. Sauer. Th at is correct, but the President  did not find that it was in the national interest for the Exp ort -Im por t Bank to finance throu gh a guarantee a transaction involving a petroleum plant . He found that  it was in the national in terest  fo r the E xpo rt-Import Bank to engage in guarantees and credits with Rumania.The Bank then had the application for the petroleum plan t, and Commerce was prepared to issue the license, so we went ahead and issued the guarantee.
Mr. Derwinski. Right, at the risk of be ing too repetitious, but the practical effect was tha t the goods and services involved, the major portion, was this petroleum plant.
Mr. Sauer. No question about it. I  was jus t try ing  to make the point tha t the President himself did not make the finding that  we ought to do the petroleum plant .
Mr. Derwinski. Mr. Sauer, I have been very pleased to note in your statement  the very thoughtful concern you have given to legislative intent and recent deliberations in the  Congress. As a member of
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the legislative branch, this is something we rarely  see these days. Could you tell me the procedure by which our embassies will furnish you with information as to what  countries are furnishing governmental assistance to North Vietnam ?
Mr. Sauer. Oh, I  won’t be able to answer that , Mr. Derwinski, ex

cept to say tha t I just  suspect and guess tha t our agencies are in a position to know, and tha t it is no secret in the countries to which they are accredited tha t the respective governments are furnishing aid to Vietnam, and they are jus t going to answer stra ight forw ard on the basis of known facts. I just  suspect t ha t this is the way they will answer it.
Mr. Derwinski. Now, NTr. Balderston, you are, I  take it, the European expert. Do you have any details you could supply us with about how our embassies behind the Iron Curtain might  go about deter mining this?

STATEMENT OF WIL LIAM S. BALDERSTON, CHIE F, EUROPEAN 
DIVISION, EXPORT-IMPORT BANK OF THE UNITED STATES

Mr. Balderston. No, sir ; I have no knowledge of what contacts they might  have, or how they might proceed to develop the information we are seeking.
Mr. Derwinski. Of course, this is, I appreciate, a relatively  new development, so it  will take a month or two to get something working.One other question, Mr. Saue r: Continual  reference is made to countries “other than  Yugoslavia .” Now, I apprecia te the State Departmen t position tha t Yugoslavia isn’t a Communist country, although it is pretty hard  to tell a good American Serb or Croat  tha t this is the  case. But  Yugoslavia makes no bones about the fact tha t they are supporting the North  Vietnamese against the so-called imperial istic American aggression, even though  they may not have a representa tive in Budapest at the red conference. So I assume you will leave this up to the State Depar tment  to advise you whether  or not Yugoslavia is furn ishing goods to North Vietnam ?
Mr. Sauer. We are making  the inquiry in the case of Yugoslavia, even though the popular impression is tha t they are not assisting North  Vietnam. We are making the invest igation; yes, sir.
Mr. D erwinski. And since this second amendment, as you referred  to it , is really quite a broad amendment, you would have to make this inquiry for almost any country in  the world.
Mr. Sauer. Oh, this is very true. I have omitted this point in my statement, because I was addressing myself to the Communist countries, bu t we are making this  inquiry fo r all the countries we are doing business in, which is virtually all the free-world countries. Tha t is correct. Again , we are given to understand tha t there are no countries  furnishing goods and supplies to North  Vietnam other  than  perhaps humanitarian supplies throu gh the Red Cross which, according to the legislative h istory, would not require us to cease extending gu arantees to a partic ular  country doing that.
Mr. Derwinski. Thank you.
Thank you, ma’am.
Mrs. Kelly. Mr. Taf t?
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Mr. Taft. Mr. Sauer, the name of your bank is the Export- Import 
Rank. I wonder if you could tell  us about the import end of it. I am 
not sure I understand about it, and I  would like to have an indica
tion as to how you do operate in the field of imports, if at all.

Mr. Sauer. I will be g lad to answer tha t if I may be somewhat 
facetious.

The name of our bank, as of 1 o’clock today, is “The Exp ort -Im
port Bank of the Uni ted S tates.” Congress put “of the United  Sta tes” 
on it, and we are very pleased to have that.

The name Export- Imp ort Bank goes back to 1934, when the bank 
was formed. At tha t time, although the emphasis even then was on *
exports, it was envisaged that we might engage in import t ransactions 
in the form of direct assistance for things being brough t into this 
country.

Actually, we have done virtually nothing in this field. We have *
found tha t the commercial banking system is adequate for this pur
pose. They can handle the imports coming in, and they can get liens 
on them or on the documents involved, so there is no dearth  o f financ
ing for imports.

We have done one or two things  in special circumstances. I recall 
about 8 years ago we financed some salted fish from Iceland. How
ever, we continue to carry “Imp ort” in our name because i t makes a 
nice cable address, “Ex-Im Bank,” but we are not doing much if 
anything in the import field.

Mr. Taft. I n regard  to the  Fi at deal, do you have any knowledge as 
to whether or not the $25 million amount tha t was not placed with 
U.S. firms would actua lly have been bought in the United States, or is 
this merely from the application?

Mr. Sauer. Merely from the request tha t was orig inally filed, for 
$50 million.

Mr. Taft. You don’t know of any orders being canceled, for in
stance, in th is regard?

Mr. Sauer. I do not, sir.
Mr. T aft. I n the absence of the amendment which has been passed, 

for tha t matte r, prio r to the amendment; in making a determination 
as to a t hir d country, as in  the Fia t deal, does the Bank feel that it 
has any r igh t to consider factors rela ting to whether or not the goods *
are going to another country, or are going to a country tha t might 
be shipping to a nation in armed conflict with the United States?

Mr. Sauer. Well, yes; we did. As a matter of policy, to the extent 
we knew of cases, we turned them down. We have had several appli- *•
cations for shipment of goods to be assembled in friendly countries 
tha t were going on into—well, not North  Vietnam, but to other 
Communist countries, and we have said “No.” We have turned them 
down.

We have taken the position tha t we wouldn’t do indirectly  what 
we couldn’t do directly. This was prior to the time of  the  President’s 
findings tha t we extend guarantees to those countries.

Mr. Taft. You felt tha t the prohibit ion tha t was already in the 
law then applied to you ?

Mr. S auer. Well, then it was a matte r of policy more than the law.
Our law, you see, has always permitted us to do these things,  but 
policywise, for years, the Bank has not done anything in the Com-
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munist world, other than Yugoslavia, until  the President made the 
finding in 1964.

Mr. T aft, How did you come to make these decisions? I  mean, what 
crite ria did you use in arriving at a decision like that  ?

Mr. Sauer. We were informed that the export to X country of 
locomotive parts  were going into locomotives tha t were to be shipped 
to Y country, which was a Communist country.

Mr. Taft. There was n othing in the act tha t said you should use 
such crit eri a; was there ?

Mr. Sauer. No, but the Export- Imp ort Bank has always been 
» governed, both under Democratic and Republican administra tions,

by the existing foreign policies of the part icular adminis tration,  and 
the admin istration at  that time, I  believe, always was-----

Mr. Taft. This has been a matter of informal pressure, then ;
* nothing tha t is in the law itself ?

Mr. Sauer. I wouldn’t say it was pressure, Mr. Ta ft;  it was an 
established policy of both the Republican and Democratic adminis
trations tha t we would not finance or extend credits to the Communist- 
bloc countries.

Mr. Taft. But it related, then, to what the President wanted? Is 
this the case?

Mr. Sauer. Well, to the extent the admin istration is the President, 
but let me point this out, sir : Despite the President ’s finding on 
Bulg aria and these o ther countries, the Presiden t of  the Uni ted States 
has never found tha t we should extend credits or guarantees to the 
U.S.S.R. fo r other than  agricultura l products.

In  other words, if yesterday we had an application  either directly 
or indirectly for certain  products  other than the Fia t case for U.S.S.R., 
there was no finding to support our  doing it.

Mr. Taft. Was there anything in the legislation tha t said the  Exim- 
bank should pay atten tion to the Pres ident ?

Mr. Sauer. Oh, yes.
Mr. Taft. Insofar as these kinds of questions of foreign policy?
Mr. Sauer. Yes, our legislative history since 1934 has been replete 

with statements both on our par t and on the par t of our committees, 
both in the Senate and the House, tha t we should be governed by

* the foreign policies of the United States.
We have said once, we have said many times, to our committees, 

tha t the State Department can veto any loan tha t we might want 
to make, i f it advances fo reign policy objections. The State Depart-

* ment can’t tell us to make a loan, bu t it can veto our making a loan 
on the ground tha t it is contrary  to the foreign policy of  the  United 
States. This has been accepted, sir.

On the  other hand, the theory was never pressed to the  point where 
the Bank would be directed to make a loan to meet foreign policy 
objectives if  the Bank found tha t the loan was unsound or otherwise 
did not qualify  under the Exp ort -Impor t Bank  Act of 1945.

Mr. Taft. I find this point rath er interesting, and I don’t think  
it has been brough t out before in the discussions on the Export- 
Imp ort Bank. I wonder if this  could be substantiated  with a short 
memo of some sort ?

Mr. Sauer. Yes, sir. We would be very happy to.
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Mr. Taft. In  the record, as to the legislative history, and to the 
part icular sections of the law prio r to this amendment which were 
involved.

Mr. S auer. We would be glad to. I jus t mention tha t there is noth 
ing in our act about Red China, that  is, proh ibiting us from doing 
anyth ing with Red China. It  is just taken for granted tha t we 
shouldn’t as a mat ter of policy.

Mrs. Kelly. Mr. Taf t, in tha t question that  you jus t asked, fo r sup
plemental views, may I ask, you want to know the effect o f the con
gressional enactments relating to the Ex- Im Bank operations, what 
effect they have on our foreign policy and vice versa ? Is that  what you 
want to know?

Mr. Taft. No, it is a more technical question than  tha t, Madam 
Chairman.

Mrs. Kelly. D o you want to rephrase it ?
Is it clear, Mr. Sauer ?
Mr. Taft. The question is, prio r to the amendments tha t we are 

discussing, the prohibitions, what was the  authority, and the history  
of the authority, for  getting into considerations of foreign policy in 
gran ting  or not granting loans from the Bank?

(The information requested follows:)
Con sid eration s of  F oreign  P olicy  in  E xport-I mport Ban k  F inan ci ng

194 5

Hearings were held  on July 17 and 18, 1945, before the Banking and Currency 
Committee of the U.S. Senate, 79th Congress, first session, on H.R. 3771, which 
is the Act creating a full-time Board of Directors of the Bank and authorizing 
a capital  structure of some $3.5 billion. Lengthy discussions took place between 
Senator Robert A. Taft, a member of the Committee, and A ssistan t Secretary  of 
State Acheson, and Leo Crowley, Chairman of the  Board of Trustees of the  Bank 
and Administrator of the Foreign Economic Administration. Senator Taft was 
questioning whether the National Advisory Council, set up under the Bretton 
Woods Agreements Act, as well as an Advisory Committee composed of the same 
persons (Secretary of the  Treasury, Secretary of State, Secretary of Commerce, 
Chairman of the Board of Governors of the Federal  Reserve and Chairman of the 
Board of Directors of the Export-Import Bank)  could pass judgment on loans 
being made by the Export-Import Bank. Senator Taft pressed his questions to 
the point of asking whether the Advisory Committee or the National  Advisory 
Council could advise against  the Bank’s making a loan to Czechoslovakia, for 
instance. Although Mr. Crowley questioned whether the Committee could go so 
fa r as to veto the loan, Secretary Acheson said the Committee definitely could 
if it  was necessary to coordinate. The implication is clearly lef t th at Senator Taft 
agreed wi th this  conclusion. The complete discussions are contained in the Com
mittee report issued on the  Bill and there were add itional statements which are 
contained in the Congressional Record of July 20,1945.

1951

In 1951, Mr. Herber t Gaston, then  Chairman of the Board of Directors of the 
Bank, was testify ing before a Subcommittee of the Committee on Banking and 
Currency of the United States Senate, 82nd Congress, first  session, on S. 2006, a 
Bill to increase the lending autho rity of the Bank and to extend its  corporate 
life. In  the  course of the  hearings under questioning by Senator Douglas, a mem
ber of the Committee, Mr. Gaston made the following stat ement :

Senator Douglas. From whom do you get advice as to the political aspects of 
your loans? From the S tate Department?

Mr. Gaston. From the State  Depar tment;  yes sir. Of course, we share some 
matters of common knowledge which enter into the mat ter of making loans, 
political knowledge, but we do consult the Sta te Department. In fact, the State 
Department is represented  on the Board by an Assistant  Secretary of S tate  who
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is a member of the Board. T hat  is Mr. Willard Thorpe, the head of the Economic 
Division, and he is a very competent adviser on economic as well as political m at
ters, and frequently consults the political desk as to how they feel about a loan 
for a ce rtain purpose to a cer tain country.

Senator Douglas. Are there  any cases in which the State  Department wanted 
you to make a loan which you did not make?

Mr. Gaston. Yes; there  have been.
Senator Douglas. Have there been any cases in which the State  Department 

did not want  you to make a loan which you made?
Mr. Gaston. We have an unwri tten rule tha t wTe allow the State  Department a 

veto when the veto i s on s trictly political grounds. If  the representative of the 
State  Department says “Don’t make this  loan ; we don’t think it ’s a good ri sk ; 
we don’t think the  economics of the situation are right ,” he is jus t one member 
of the Board. When he says “Don’t make this loan ; it is contrary to the political 
intere sts of the United S tates,” we consider that  final.

Senator Douglas. In other words, they can prevent a loan being made on 
political grounds?

Mr. Gaston. Yes, sir.
Senator Douglas. Bu t they cannot force you to make a loan?
Mr. Gaston. That is  true.
Senator Douglas. If in your judgment it is unsound?
Mr. Gaston. That  is right.
Senator Douglas. But  thei r opinion is rather  persuasive, naturally , on your 

considerations as to certa in loans, persuasive but not controlling?
Mr. Gaston. T hat is right. If they say to us tha t it would be a very good thing 

for the United States to make a  loan to Ir an ; i t would be a very good thing for 
the United States  to make a loan if you can find tha t they have the repayment 
capacity, we look very careful ly at  thei r repayment capacity to see if we can 
find it. We look at  it hopefully, but we look at  it from a different aspect than  
if they had said to u s : “Well, Iran wants  you to make a loan, but there is no 
sense in doing it. We don’t see any par ticu lar sense in it.”

They are  two quite different cases. We look more sympathetical ly at  a loan 
when they say tha t there  a re good poli tical reasons why it  should be made, but 
we try not to make loans which a re bad loans simply because they appear to be 
in the political interest  of the United States or are said to be in the political 
interest of the United States.

1957

On March 19, 1957, Mr. Samuel Waugh, then Chairman of the Board of Direc
tors, testified before the Committee on Banking and Currency, House of Repre
sentatives, 85th Congress, first session, on H.R. 4136, a Bill to extend the cor
porate life of the Export -Import  Bank. Mr. Waugh engaged in a colloquy with 
Congressman Multer, a member of the Committee, on the question as to whether 
the Bank takes advice from the National Advisory Council and the State  Depart
ment. Mr. Waugh made it  c lear tha t the Bank does consult  with the Department 
of State on loans and this  is sometimes done directly and sometimes through the 
instrumentality of the  National Advisory Council. The discussion is set forth  on 
page 37 of the Committee repor t of the House Banking and Currency Committee 
on the  Bill.

1958

In 1958, Mr. Samuel Waugh testified before the House Committee on Banking 
and Currency, 85th Congress, second session, on H.R. 10459, which authorized an 
increase in the lending authority  of the Bank. He engaged in a discussion with 
members of the Committee on the question of whether  the Bank coordinates its 
lending with  the State  Department policies. Mr. Waugh answered in the affirma
tive. These discussions are set forth  on pages 31-36 of the Committee report on 
the Bill.

1 963

On February 25 and 26, 1963, Mr. Harold  Linder, then and now Chairman of 
the Board of Directors of the Bank, testified before the House Committee on 
Banking and Currency, 88th Congress, 1st session, on H.R. 3872 increasing the 
lending authority  of the Bank and extending its corporate life. He engaged in 
discussions with members of the Committee on the  question of whether the Bank
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took policy guidance of the  Nat iona l Advisory Council1 and the  State  Depar tment. He answ ered  in the  affirmative. The discussion is set forth  on page 23 of the Committee report on the Bill.
On May 17, 1963, Mr. L inder testified  before a Subcommittee of the  Committee on B anking and Currency of the United Sta tes Senate, 88th Congress, 1st session, on S. 775 an d H.R. 3872, which were companion Bills author izing a n incre ase in lending au tho rity of the Bank and extending its  corporate life. He engaged  in a discuss ion with  members of the Committee  a s to w hat  the  B ank ’s position was on the poss ibili ty of making a loan to the U.S.S.R. He made the point that  in considering  any such loan the  Bank would he guided by policies of the  Admin istratio n. The discussion is repo rted on pages 23 and  24 of the  Committee  report  on the  Bill.
Mr. F relinghuysen. If  you would yield, Mr. Taf t, I would like to 

get back to the question I  thought I had asked, but I guess it  wasn’t answered.
You pointed out th at the presidential determinations allow the E x

port -Import  Bank to enter into guarantees with certain  countries. 
But the guarantees themselves, the loans tha t you consider making, 
are your own determination ?

Mr. Sauer. Tha t is correct.
Mr. F relinghuysen. But  in the context of approved governmental 

policy the green l ight  comes in general terms, t ha t it is all  righ t, for 
example, to  consider t ransactions with Bulgaria, or Czechoslovakia.

Mr. Sauer. Tha t is all the Pres ident -----
Mr. Frelinghuysen. On what basis do you make a specific de ter

mination with respect to a guaranty? Is this purely a commercial 
proposition once the green light has  been given in the form of a broad 
presidential determination, or is there some foreign policy considera
tion w’hich leads you to choose one transaction over another, or to favor one country’s application  over another?

Mr. Sauer. Well, there have been no foreign policy considerations 
which led us to choose one country’s application  over another. We haven’t  had any such problem in this respect.

Within a given country, we always have to make a judgment , Mr. 
Frelinghuysen,  whether a pa rticular  project is economically and finan
cially sound, but the answer to your question is, our role from then on 
is p rimarily one of a bank making a determination as to whether we can do this on a sound economic and financial basis.

Mr. Frelinghuysen. You mentioned in your statement  tha t there 
have been guarantees on a short- and a medium-term basis. W hat sort 
of medium-term basis? What  does that refer  to? Is this purely a com
mercial proposition, too, tha t under certain circumstances you feel 
that  it is a good risk on a medium-term basis instead of a short-term?Mr. Sauer. That is right.

Mr. F relinghuysen. How do they compare? Do you do it often?
Mr. Sauer. More than that,  it depends on the nature  of the goods. 

The heavier goods go 3 to 5 years. That  is what we call medium term. 
Sho rtte rm are consumer goods, and small items that go from 180 days on up to a year or so.

. m ig ht  be men tio ne d th a t  th e S ta te  D ep ar tm en t’s vi ew po in t is  m os t oft en  br ou gh t to  bea r in th e N at io nal  Adv iso ry  Co un ci l on  In te rn a ti o n a l M on et ar y an d F in ancia l Prob lems, which  pa ss es  ju dg m en t as  a co ord in at in g  body  on sign if ic an t lo an s of  th e  E xport -I m port  Ba nk . Hence, th e fr eq ue nt re fe re nc e in  th e fo re go in g ex ce rp ts  to  th e N at io nal  Adv iso ry  Co uncil  ra th e r  th an  th e S ta te  D ep ar tm en t as  su ch . T hi s is  part ic u la rl y  tr u e  sin ce  1954 . wh en th e  Sec re ta ry  of S ta te  ceased  to  be an  ex officio mem ber of  th e B oa rd  of  D irec to rs  of th e  Ba nk .
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Mr. Frelinghuysen. Are  we more restricted generally than W est
ern Europe in provid ing these terms ?

Mr. Sauer. We have been in the Communist countries. We have 
limited our guarantees to 5 years. Again excepting A ugoslavia. est
ern European countries have been ex tending longer term guarantees 
to these Communist countries than  we have.

Mr. F relinghuysen. Now, I apologize for taking  so much time, but 
one final question, which I  suppose is obvious:

Congress now has completely short-circu ited the administ rations 
policy with respect to trade with Eastern European countries by pro
hibit ing it, so long as the war in Vietnam goes on. In  other words, the 
bridges to the Eas t approach is completely out  the window.

I t is absolutely impossible to engage in any kind of business so far 
as your  Bank is concerned.

Mr. Sauer. So fa r as the Bank is concerned, there is an absolute 
prohibition .

Mrs. Kelly. Mr. Derwinski ?
Mr. Derwinski. Madam, just  l ike Mr. Frelinghuysen, I thought I 

had the question answered, but  now I want  to double check it.
Referrin g once again, Mr. Sauer, to this petroleum plan t in Ru

mania, which was involved in your financing, would your records 
indicate whether the determination by the President, made at the rec
ommendation of the State  Department, was made because Rumania 
had indicated they wanted financing of the petroleum plant , or was 
the determination made in an atmosphere of general good will and 
diplomacy in which they immediately took advantage of it by ask ing 
for financing of this petroleum plant  ?

Air. Sauer. Well, it was more the latt er—in fact, even more so the 
latte r. It  followed a Rumanian economic mission th at was invited to
this country several years ago, and negotiations and discussions were 
had with the various Departments including State  and Commerce, 
about expanding trade, a consular treaty, and several matters.

Following successful conclusion of those discussions, the State De
partment recommended to the  Pres ident tha t he find i t to be in the na
tional interest tha t the Exp ort- Imp ort Bank extend guarantees  to 
Rumania.

It  was about at tha t junctu re tha t the Rumanians presented to us 
a list of projects, quite lengthy, and in various amounts. Of all of them, 
they picked out the petroleum as the one we should sta rt with.

Mr. Derwinski. “They picked.” Now, who is the “they”, the Ruman
ians or the State Depar tment ?

Mr. Sauer. The Rumanians.
Mr. Derwinski. You are going to supply some materia l for the 

record for Mr. T af t’s request. A t tha t time, can you also give me, if  
your records would indicate in some chronological order, the dates 
tha t this  Rumanian  mission made its contact here in relationship, then , 
to the date  of the pres idential  determination,  and then the approval of  
the financing of the petroleum plan t ?

Mr. Sauer. We can do tha t. We would be glad to do that .
Mr. Derwinski. Thank you.
(The information requested follows:)
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A Chronology of E vents  Leading Up to a Guarante e by th e  E xport-I mpor t
B ank  of a Transactio n I nvolving  th e  E xport F rom th e  U nit ed  Stat es 
to R um ani a of a P etroleum Cra cking  P la nt  and Atte ndant Tec hn ic al Services

May 18, 1964: The Rumanian Trade Delegation arrived  in the United States at the invitation of the  United States  Government to have talks with the Depa rtment of S tate and other agencies of the Uni ted States Government covering the general subject of enlarged t rade  between the two countries.
May 21, 1964: Af ter a series of meetings with the State Department and other agencies, the Rumanian delegation met with representatives of the Export -Import Bank at the Bank. The Rumanians stated they were interested in purchasing U.S. equipment and technical services aggregating from $200 to $300 million.Eximbank asked for financial and economic information on Rumania and state- *ment of purchase priorities.
June 1, 1964: U.S.-Rumanian Join t Communique announcing various steps to encourage trade  between the  two countries, such as establishing a  general license procedure and expanding the activity  of the  New York Trade Office of the Rumanian Mission in the United States. *June 15, 1964: President Johnson made a determination, which was sent to the Congress, th at it would be in the national inte rest  for Eximbank to  guarantee  short and medium-term credit sales of U.S. products and services to Rumania.(On February  4, 1964, the President had determined it would be in the national interest for the Bank to guarantee sales of ag ricul tural  products to Rumania.)Summer 1964: Bank representa tives had several discussions with Universal Oil Products Company, Des Plaines, Illinois, regarding the construction and financing of a catalytic cracking plant  in Rumania and told Universal tha t if the Rumanians wished to obtain financing for  this plant, the Rumanians  would have to approach the Bank with a specific request.
January 1965 : A Rumanian delegation came to the United Sta tes and met with Eximbank and discussed the possibility of Eximbank guarantees for two synthetic rubber plants  and the petroleum cracking plant. During the winte r and early spring of 1965, Eximbank had additional meetings with the Rumanians and studied in detail  the proposal for the catalytic cracking plan t (the synthetic rubber plan ts never mater ialized).
April 26, 1965: Eximbank authorized a guarantee of $20 million for the catalytic cracking plant.
Mrs. Kelly. Any fu rthe r questions?
Mr. Taft. Madam Chairman, one further question.
Mrs. Kelly. Mr. Taft.
Mr. T aft. In  making your determination as to what loans to grant,Mr. Sauer, do you take into consideration the competitive factors  be

tween U.S. products and products  of other  countries?
Mr. Sauer. Yes. Our only reason for being, really, is to assist »American exports. The bank is not here to assist Rumania,  as such, or Hunga ry, o r any free world country, actually. I t is here to help the 

American exporter to sell his products in  foreign countries. So when the going is toughest, tha t is when we try to give the  most help. *Mr. Taft. Well, let me elaborate a littl e on that.
Mr. Sauer. Yes.
Mr. Taft. Supposing there were a country  with which the United 

States is friendly, which had a considerable amount of m anufacturing in produc t X, and product X is also being produced in the United States.
Where it  appeared tha t the United States might take a considerable amount of that  business with Exp ort- Import Bank financing, would 

you sometimes tur n down Exp ort -Im por t financing because of the possible adverse effect upon the  economy of the friend ly nation ?
Mr. Sauer. I  have never known of a case, Mr. T aft , where we have had th at precise question come up.
Mr. T aft. This would be a foreign policy consideration.
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Mr. Sauer. I understand your question; yes.
Mr. T aft. On which the President might  take a position, and if the 

President or the State Department took a position, I presume what 
you said before would apply.

Mr. Sauer. That is correct. That is what I  said.
Mr. Taft. But you wouldn’t make tha t determination yourself, as a 

bank.
Mr. S auer. No; I think in tha t case we would look to the State De

partm ent for policy guidance, and I suppose State’s guidance would 
be tha t in order to help this  American exporter , you are bringing, or 
helping to br ing ruin  to a friendly power, a friendly nation,  and—if 
not “ruin” them, you are certainly prejudicing thei r ability to live, in 
competing with thei r product.

We have never had the case. But  there is no gainsaying the fact  tha t 
we are competing with very friendly countries in thir d countries for 
the market there, very friendly  countries, such as the United Kingdom.

Mr. Taft. Thank you, Mr. Sauer.
Mrs. Kelly. Thank you, Mr. Taft.
I have two shor t questions, Mr. Sauer, before the subcommitee a d

journs  unti l tomorrow—at 2 o’clock in the same room—and at that  
time we will hear  the Departmen t of Agriculture , the Honorable 
Dorothy H. Jacobson.

Mr. Sauer, there are two questions that I would like to have re
phrased, or perhaps taken up, at lea st: How does the Bank  get into 
the question of the end use of the products exported with the help 
of its guarantees ?

How? What procedures are used to prevent the  transsh ipment of 
such products, and who provides th e assurances, the purchasing coun
try  or the U.S. exporter, and who sees to it tha t these assurances are 
complied with ?

Mr. Sauer. This is a difficult area, b ut we can’t escape it, now tha t 
we have these two amendments. We propose to  follow this procedure, 
so far as the Bank is concerned:

When we are dealing directly with a foreign country,  th at is, when 
we are extending credit direct to it, we will exact from the borrower, 
whether  it be th e government or a private company th at is borrowing 
the  money, evidence, together with covenants, that the products  fi
nanced will be used in the country in question, and will not be trans
shipped. We think we can pre tty  well close the door in such cases.

The problem arises in these exporter guarantees and insurance tra ns
actions tha t I  mentioned before. We don’t deal with the fore ign buyer. 
We just  deal with the American exporter. In  o ther words, a machine 
tool manufacturer from Ohio comes in, ei ther to us directly or to the 
insurance company in New York, with which we cooperate, or a bank. 
It  says, “I  would like to ship some machine tools to Ita ly for use in 
the Fiat plan t in I taly . W ill the Exp ort -Im por t Bank guarantee it? ” 
Well, th at is all we know about the  transaction, other  than how much 
and what the machine tools are.

In  such cases, we will have to exact convenants from the American 
exporter to the effect that to, the best of his knowledge and belief, 
these goods are to be used in the country to which he is selling, and 
are not to be transshipped to any other country.

Now, there is one added protection which I would like Mr. Glick 
to speak to, and that  is the Commerce procedure when they issue export 
licenses. They have a transshipment prohibi tion, I believe and, of
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course, where there is a license required on the items which we finance, 
this procedure will furt her  protect us.

Mr. Glick. Tha t is right. As you know, under the Exp ort Control 
Act, Commerce Department stamps the bills of lading and the  invoice 
tha t the products  covered by this license cannot be transshipped to 
any other country  or specific countries. I t depends on the product  
which is being licensed, and what prohibition applies.

So there is in existence right now the export control regulation 
prohibiting transshipment. Our problem, of course, is b roader,  since 
it doesn’t relate to any specific product, and will have to utilize the 
procedure Mr. Sauer outlined, in addition  to the export control *
regulation.

Mrs. Kelly. Do I  deduce, then, tha t you will hold the U.S. exporter 
liable?

Mr. Glick. To the extent he knowingly misrepresents, Mrs. Kelly, *
we will have to.

Mrs. Kelly. I see, Mr. Sauer, we have referred earlier to the 
several laws which impose trade restrictions and controls. Do you 
find them cumbersome and complicated and contradictory, and if so, 
how could they be improved to make your work less difficult?

Mr. Sauer. I  understand the question. I  want to frame my answer 
so that I don’t appear facetious.

You see, we in a sense run away from all these regulations. We pu t 
the burden on the exporte r and the buyer. We take the position that 
although  we are  part of the U.S. Government, we really are not in
volved in issuing export licenses or this or tha t or the other  th ing.

We put up the money, and it is thei r problem to go to Commerce 
and get the export license, see tha t it is issued, et cetera. We really 
don’t become involved in that  directly.

Now, when there is a foreign policy consideration involved, some
thing that says th at we shouldn’t do something in a part icular country, 
the S tate Depar tment  advises us. So we play rather  a restricted role in 
this whole field of foreign trade. We don’t have anything to  do with 
GATT, we don’t frame the procedures on export license and control, 
we don’t play a role in list ing the items under license and those that are 
free. All these are other agencies’ functions.

Our function solely is—when it is determined tha t policywise and *
so far  as export control is concerned, something can be exported—our 
function is to say whether or not the Exp ort- Imp ort Bank can make 
a loan for the purpose of enabling  tha t product to be sold. That is 
about the exten t of our responsibility and activity. *

Mrs. Kelly. Well, who is responsible for this ?
Mr. Sauer. Well, either Commerce in its field, or the State  De

partm ent in its broader field, the Treasury Department or whatever 
other agencies or departments may have direct concern.

The expor ter and the borrower must, of course, comply with these 
laws. They can’t take the goods out unless, for instance, they have a 
license, if one is required.
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Mrs. Kelly. L et’s assume you find someone who isn’t complying 
with  the law. Wha t do you do then ?

Mr. Sauer. We would go to the Departm ent of Justice.
Mrs. Kelly. You go to the Department of Justice ?
Mr. Sauer. Yes.
Mrs. Kelly. Thank you.
Any fu rther questions ?
At this time I would like to call on one of the most distinguished 

members of the Fore ign Affairs Committee, Mrs. Bolton.
Mrs. Bolton, I  understand  you are accompanied today by a guest 

* from abroad.
Mrs. Bolton. I have the privilege of bringing  to this  meeting a 

very outstand ing woman from the German P arlia men t, Madam Er ika  
Wolff.

» Mrs. Kelly. We welcome you here.
Thank you, Mrs. Bolton, and thank you, gentlemen.
The subcommittee will stand adjourned unti l tomorrow at 2:00 

o’clock.
(Whereupon, at 3 :10 p.m., the subcommittee adjourned,  to recon

vene at 2 p.m., Wednesday, Febru ary 28,1968.)
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EAST-WEST TRADE 
5. Departmen t of Agriculture

W E D N E SD A Y , F E B R U A R Y  28 , 19 68

H ouse of Representatives,
Committee on F oreign Affairs,

Subcommittee on E urope,
Washington, D.O.

The subcommittee met, pursu ant to recess, at 2:15 p.m., in room 
2218, Rayburn House Office Building, Hon. Edna F. Kelly (chairman 
of the  subcommittee) presiding.

Mrs. Kelly. The subcommittee will pleace come to order.
We meet today to continue our hearings  on East-W est trade. 

Although the subject of “Agriculture” falls under the jurisdiction  of 
another committee, the impact of agricu ltura l exports on our foreign 
policy has long been of inte rest to our committee.

Furthermore, the concept under lying  Public  Law 480, which ac
counts for  a substantial portion  of our agricu ltura l exports, did indeed 
originate wi th the  Committee on Foreign Affa irs in the  early 1950’s.

We are pleased to welcome today Mrs. Dorothy  H. Jacobson, the 
Assistant Secretary of Agriculture for Inte rnat iona l Affairs. She is 
accompanied by Mr. Richard DeFelice, Assistant Administrator, In 
terna tional Trade, Foreign Agricultural Service.

Mrs. Jacobson, I  had the opportunity to review your statement prio r 
to the hearing,  but I do not know whether any other members were 
able to do so. However, because i t contains a very lucid and compre
hensive statement of issues which are of concern to our committee, I  
would like to hear you read  it  in it s entire ty.

STATEMENT OF DOROTHY H. JACOBSON, ASSISTANT SECRETARY OF 
AGRICULTURE FOR INTERNATIONAL AFF AIRS

Mrs. J acobson. T hank  you, Madam Chairman, and members of the 
committee.

I  will read the statement and then answer to the best of my ability 
any questions you may ask. I may have to refe r some of them to 
Mr. DeFelice.

My statement has to do with the functions and responsibilities of 
agricu lture in relation to East-West t rade. It  relates to tra de w ith the 
Communist countries of Easte rn Europe, including the U.S.S.R.

For convenience, I have divided the subject into four parts : Our 
efforts to expand commercial agr icultural tra de ; Public Law 480 and 
the Communist countries ; agriculture ’s participation in export con
trols  ; and potential for agricultural sales to Communist countries. 

(15 5)
89-577—68----- 11
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EXPANSION OF COMMERCIAL AGRICULTURAL TRADE

Am erican  ag ric ul tu re  has  been  go ing  th ro ug h a pe riod of  high ly  
successfu l effort s t o exp and  i ts for eig n mark ets , now about 50 perc ent 
la rg er  t ha n they  w ere in 1960. In  actual  value,  A me rican ag ricu ltu ra l 
expo rts  now are  r un ning  a t a  r ate of $6.7 bi llio n or  mo re a year, a ra te  
to ta lly  unpre cedente d in our export histo ry . About 1 acre ou t of  4 of 
ou r ha rve ste d c roplan d is now pro ducin g for  exp ort .

These expanded foreig n ma rkets  have  a significance th at  cannot be 
overlooked.

They pro vid e an im po rta nt  ou tle t fo r ou r ag ric ul tu ra l prod uc tiv e 
capacit y and gr ea tly  lessen the land-use ad jus tm en t pro blems  our 
farm ers would  have in the absence  of such outlet s.

They provide  im po rta nt  income fo r ou r far m and  city people , and 
he lp to s tre ng then  marke t pr ices .

They are  m ak ing an im po rta nt  co ntr ibuti on  to o ur  cou ntr y's  bal anc e 
of pay ments . Our  ag ric ul tu ra l exports  so grea tly  exceed ag ricu ltu ra l 
im po rts  th at  the res ul tin g fav orab le trad e bala nce  from ag ric ul tu re  
is co nt rib ut ing more th an  th at  from any othe r sector of  ou r economy 
to  help meet th e ba lance-of -pa vm ents problem.

T1 lese expanded foreign mark ets  fo r Am erican  far m produc ts have 
been deve loped almost exc lusively  i n th e fre e wor ld. We have  worked  
to reduce trad e ba rr ie rs  so th at  ou r produc ts could  en ter  free world  
cou ntr ies  wi th minim um  rest ra in ts.  We have pro moted  sales in such  
cou ntr ies  th ro ug h marke t pro mo tion prog rams—which are  coo pera
tive prog rams inv olv ing  Gover nment , ag ric ul tu re , and pr iva te  tra de .

In  thes e m arke t e xpa nsion effo rts, however , the  Com munis t cou ntr ies  
have vi rtu al ly  been  an island set ap ar t,  lit tle touched by ou r marke t 
development  e ffor ts.

Our  t ra de  in ag ricu ltu ra l produc ts wi th Ea ster n Eu rope , inc lud ing  
the Sov iet Un ion, con tinues to be rel ati ve ly  sma ll. Our  e xport s to  the  
are a in recent  years —with the  except ion  of  1964 when we sold  $200 
mi llio n wo rth  of  wh eat  and feed gr ains  as a resu lt of  the sh or t 1963 
Ru ssi an  gr ain crop—has avera ged abou t 3y2  perce nt of  to ta l U.S . 
ag ricu ltu ra l exports .

To  the Sovie t Un ion , ou r ex po rt sale s are  av erag ing  $35 mi llio n a 
year,  ma inly fo r tall ow an d hides. O ur  ag ric ul tu ra l im po rts  avera ge 
$2 mill ion  a ye ar,  ma inly co tton linters and  licor ice ro ot.

To  Po land , we are  sell ing  $35 mi llio n a ye ar  wo rth  of wheat , feed  
grains , soybeans and meal , hides, and tal low . We  are  buying  $41 mil
lion wo rth  in re tu rn , ma inly can ned  ham s and pork,  and casein.

To Czechoslov akia , we a re sel ling $28 m illion a  yea r o f feed grain s, 
soybean s a nd  o il, and hides. W e are  buy ing $2 m illion wo rth  in  retur n,  
ma inly can ned  hams  and pork .

To Yu gosla via , we are  sel ling $110 m illion a y ea r of  w hea t, cot ton , 
soyb ean mea l an d oil, and hides. We  a re  buyin g $21 m illi on  wor th  of 
tobacco a nd  can ned hams.

Th e trad e re la tio nship s are sim ila r fo r Romania , Bul ga ria , H un
ga ry , and E ast  G erm any wi th  ou r ag ric ul tu ra l sales  to  them su bs tan
tia lly l ar ge r th an  thei r ag ric ul tu ra l sa les to us.

Th ro ug ho ut  the fre e world , our ag ric ul tu ra l att aches play  a pr om i
nen t pa rt  in the marke t develop men t pro gra ms , inc ludin g trad e lib-
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eralizat ion and trade  promotion. This role is insignificant in Eastern 
Europe .

We m ainta in agricultural attaches in only three Eastern European 
countries—the Soviet Union, Poland, and Yugoslavia.

Our a ttache in Moscow spends a major ity of his  time on agricultura l 
intelligence, keeping us informed of Sovie t crops and markets, its ex
port- import trade, and its competitive position in the agr icul tura l 
items it exports, such as grains  and oil seeds.

Our attache in Warsaw also spends considerable time on agricultu ral 
intelligence. In  addition, he helps to ar range  the dollar credit sales we 
have been making of such items as feed grains, cotton, rice, and wheat.

Our attache in Belgrade spends about half  his time on a gricultural 
intelligence. Also, he services CCC dollar credit sales such as of cotton 
and wheat. In  addition, because Yugoslavia is a more open market  
than we find elsewhere in Eastern Europe,  he spends some limited 
time on market expansion activities.

The agricultural intelligence function of our attaches has a unique 
value in Communist countries because of the closed societies with 
which we are dealing. We know from long experience that we cannot 
rely on official reports o f these governments for our agricultural data. 
In  appra ising such things as crop conditions, however, our agricul
tural attaches are able to come up with firsthand, on-the-scene ap
praisals tha t we find extremely useful. This pa rt of the world pro
duces such a high proportion of the world’s tota l ag ricultural produc
tion tha t it has a real impact  on the world supply and demand s itua
tion.

PU B L IC  L AW  4 8 0  AN D T H E  C O M M U N IS T  C OUNTR IE S

About one-fourth of our count ry’s agricultural exports move under 
Public  Law 480 programs. These programs include export sales of 
our farm products for local currencies, sales under long-term dollar 
credits, donations, and certain  barte r transactions.

Here again, however, except for barte r, these are free world pro
grams and currently are not in effect with the Communist countries.

The earlier  Public  Law 480 program did provide a basis for sub
stantial shipments of wheat, feed grains, and cotton to Poland and 
Yugoslavia until last year. These countries are no longer eligible for 
Public  Law 480 program ing under existing prohibitions against Pub
lic Law 480 sales to countries trad ing  with Cuba and North Vietnam.

Poland, from June 1957 throu gh February  1964, entered into a 
number of ti tle I foreign currency sales agreements, for a tota l of $538 
million (includ ing applicable ocean transpor tation costs). Commodi
ties were principally  wheat and flour, cotton, feed grains, fats and 
oils, and tobacco. The local currencies thus generated were all ear
marked for U.S. uses. To the extent such currencies are not so used, 
they are to be converted into dollars.

Poland , from 1958 through June 1966, received donated agricul
tura l products in the amount of $40 million.

I might add that these donated products are those provided th roug h 
voluntary agencies under  Public  Law 480. They are not donated to 
the government but they are donated to a voluntary agency such as 
CARE or a church agency to provide relief and emergency feeding, 
and so on.
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And Poland, from 1962 through June 1966, also purchased U.S. 
agricultural products tota ling $27.7 million under  barte r arrange 
ments.

Yugoslavia had a similar  record of Public Law 480 transactions. 
From Jan uary 1955 throu gh Apr il 1966, Yugoslavia entered into 
Public Law 480 sales agreements tota ling  $927 million (including 
applicable ocean transporta tion  costs), $642 million under local cur
rency sales, and $285 million under dollar credit sales agreements. 
Commodities included wheat and flour, cotton, fats and oils, and 
smaller amounts of fru its and vegetables, dairy products, and dry 
beans.

Under the Public  Law 480 donation program, Yugoslavia has re
ceived $29 million worth  of food gra ins and fa ts and oils as emergency 
relief and $125 million worth of wheat flour, cornmeal, vegetable oil, 
and other commodities through U.S. volunta ry agencies.

Yugoslavia, from 1954 throu gh Jun e 1967, received $34 million 
worth of agricultural commodities shipped under barter contracts.

Public Law 480 transactions, except for barter, have come to a hal t 
with Yugoslavia and Poland under existing  legal requirements.

Public Law 88-638, approved October 8, 1964, amended Public Law 
480 so tha t any nation dominated  or  control led by a Communist gov
ernment was no longer eligible to buy our commodities fo r local cur
rencies. This precludes Public Law 480 local currency agreements with 
Poland. However, other amendments would have authorized dollar 
credit agreements with Poland , but with a maximum repayment period 
of 5 years instead of the  generally permissible maximum of  20 years. 
Poland  has not requested commodities under the program since this 
provision went into effect.

The Agricultu re A ppro pria tion  Ac t for fiscal year 1967 included a 
prohib ition against use of funds appro pria ted by th at act to formula te 
or administer programs to sell agr icultural commodities under title  
I  or title  IV  of Public Law 480 to any nation which sells o r furnishes 
or which permits ships o r aircra ft under its regi stry  to  t ranspo rt to 
North Vietnam any equipment, materia ls, or commodities so long as 
North  Vietnam is governed by a Communist regime.

Also, in the  fall of 1966, P ublic  Law 480 was f urt her amended to 
define countries eligible fo r sales agreements to  exclude na tions hav
ing trade and shipping with  Cuba as well as with North  Vietnam. 
However, th is amendment includes a provision permitt ing the Pre si
dent to determine  tha t sales agreements are permissible in the national 
interest  if  the  trade  with  Cuba involves nothing beyond “medical sup
plies, nonstra tegic raw materials for agricu lture, and nonstrategic ag
ricul tural  or  food commodities.” This waiver authority does not apply 
in the case of trad e with North Vietnam.

This  la tte r amendment has had the effect of excluding Poland and 
Yugoslavia from countries eligible for  Public  Law 480 sales agree
ments.

agriculture ’s pa rt icipa tion  in  export  controls

The Ex port Control Act of 1949, as amended, provides the basic 
U.S. policy governing commercial exports to Communist countries. 
Whereas the Department o f Commerce has the prim ary responsibility 
for implementation of the provisions of this  act, as a member of  the
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Advisory Committee on Ex port Policy the Departmen t of Agr icul
ture  plays a major policy role in m atter s affecting the exports of agri
cultural commodities and machinery, and I  might add technology, 
related to th e agr icultural  sector.

The E xport  Control Review Board is composed of the Secretary o f 
Commerce, the Secretary of State,  and the Secretary of Defense. We 
are not members of  the Board, but par ticipate in its activities when 
matters of interest to Agricultu re are under consideration.

I might  insert  here tha t the pa rt of the Export Contro l Act that  
brings  agriculture  more specifically into this field is the amendment,

• which I thin g was made in 1962, tha t concerned exports tha t would 
contribute  to the economic as well as the mili tary  potential of the 
nations concerned.

In  1962 the E xport  Control Act  was amended to read tha t it  rela tes
• to those exports that  would make a “significant  contribu tion to the 

military or economic potentia l of such nations which would prove det
rimenta l to the national security and welfare  of the United States .” 
Tha t addition of “an economic potential ” was what brought the De
partm ent of Ag ricu lture into th is consideration.

Virtually all nong rain  agricultural  commodities can be exported 
freely without validated license to Albania, Bulga ria, Czechoslovakia, 
Eas t Germany, Estonia, Hun gary , Latvia, Lithu ania,  and Russia. 
Certain other  commodities still require  specific licenses, including 
wheat and feed grains. No agricultural commodites require validated 
licenses for  shipment  to Yugoslavia, Poland, or Rumania.

We in the Depa rtment of Agriculture have recommended the  re
laxation of e xport  controls on shipments of agricultural commodities 
with commercial export po tentia l to the Soviet Union and othe r Eur o
pean Communist destinations.  However, because of the nature of the 
shipping requirements for wheat and feed grains, these products  con
tinue to require  export licenses. The Department of Commerce feels 
tha t libera lization  of the  licensing requirements on grains  commodities 
would make implementation of such shippin g requirements virtu ally 
impossible.

Our position on exports of agr icultural  and related  machinery equip
ment, plants, and technological data  is governed bv the na ture  of  the

• item requested. I f the parti cular machine, equipment, or technological 
data  sought by a Communist nation can readily  be purchased else
where. we could gain nothing by proh ibiting its export. Under such 
circumstances, a denial would merely take business away from U.S.

• exporters, but would not prevent a contribu tion being made to the 
economic potentia l of the country concerned.

But  licenses are also sought for exports of advanced machinery, 
plants, and technology which could contribute substan tially to eco
nomic potential and which are not readily obtainable from sources out
side the United States. This presents a problem in which our decision 
must be based on recognition that , in a cold war contest with an op
posing ideology that admit tedly and inextricably combines economic 
and political methods a nd goals, any thing tha t strengthens the oppo
sition weakens our comparative position—and this is therefore det ri
mental to our security and welfare unless it can be accompanied by 
something which correspondingly strengthens our own position.
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POTENTIAL FOR AGRICULTURAL SALES TO COM MUN IST COUNTRIES

As pointed out earlier, American agricu lture has not been making 
a strong play for markets in Communist countries. Most of our mark et
ing efforts have been directed toward the free world.

There would, however, be a potent ial for increasing agricultura l 
exports to the European Communist countries outside of the Soviet 
Union if  conditions should make it possible to relax existing restra ints.

I might add here tha t I am refe rring  to “outside of the Soviet 
Union” because the Soviet Union itself is one of the greatest grain 
producers in the world. It produces much more wheat, for example, 
than we do, and it exports some of this to  the Eastern European coun
tries in normal years. For  our  agricu ltura l g rain exports, then, under 
normal years we would not look to the Soviet Union.

The market  that we are considering here is made up of about 120 
million people, exclusive of the Soviet Union. Incomes of these people 
have been increasing in recent years at an annual rate of about 41/2 
percent. As thei r incomes have been increasing, they have been upgrad
ing their  diets and placing more stress on consumption of livestock 
products.

Eastern Europe and the Soviet Union are major world grain produc
ing countries but in recent years have also been net importers. In the 
years ahead, we look toward increased production of animal products 
and increasing feed grain and protein meal requirements  in the East
ern Zone countries. Partic ular ly in those years when the area has  poor 
crops, it will need to import feeds to help  support its expanding live
stock economy. Our ability to capture  an important share of th is busi
ness will depend on our ability to meet competition from other sup
pliers, including the  terms and conditions under which we attempt to 
trade.

Our greatest potential for increased exports to Eastern Europe is 
in grains. In  order  to realize this potential we would need to enter 
the market on a conventional competitive basis with no special cost 
or regula tory hindrances. This business m ight develop slowly, since 
other exporters  are already well established in the market. But the 
United States  could probably achieve a reasonable share within  3 to 
5 years. Our share of this grain  market , depending on weather and 
import requirements, could conceivably reach 3 million tons annu
ally by 1970-71, and even as high as 5 million tons in years of poor 
crops in the area.

The following are some of the considerations that  will determine 
our actual shipments of agricultural products to Communist coun
tries.
Moxt-famored-wition treatment

Poland and Yugoslavia are the only Eastern Europ ean countries 
tha t enjoy most-favored-na tion trea tmen t from the United States. 
Products from nations not receiving our MFN treatment must pay 
higher import duties and therefore  are less competitive in our domes
tic markets. This, in turn , sharp ly lowers thei r volume of sales and 
earnings, and reduces their financial ability to buy from us.

It  is assumed th at any change with regard to the granting of MEN 
privileges to Communist countries would have to be accompanied by 
commitments on their pa rt tha t our products, including our agri-



161

cul tura l products, would receive nondiscriminatory treatment. And 
we would probably want to follow this up with periodic reviews 
so that if performance is inadequate, we could take appropriate 
measures.
Shipping requirement 50-50

Under our current export regulations, 50 percent of all wheat ex
ported to the Soviet Union and Eas tern  Europe, and 50 percent of 
all feed grains to the Soviet Union, must be carried on U.S.-fiag 
vessels.

Depending on the point of export and size of vessel, U.S.-fiag ves
sels charge $9 to $12 a ton more than do foreign-flag vessels. In  a 
hypothetical shipment  to Russia, tran spo rt on a U.S.-flag would in
crease the cost of wheat by 12 to  16 cents a bushel and corn or g rain  
sorghums by 11 to 15 cents a bushel. Since we are talk ing here about 
competitive commercial trade, it becomes app aren t tha t the 50 per
cent s hipping requirement effectively precludes selling U.S. gra ins in 
these markets except under circumstances of dire need and nonavai l
abil ity from other  suppliers.

We are sympathetic with the basic purpose of the 50 percent ship 
ping  requirement. We clearly recognize the need for  a modem and 
strong U.S. merchant marine and we support appropriate measures 
for helping to brin g this about. We seek to cooperate in developing 
measures under which both the maritime industry and our com
petitive export position might be benefited.
Export credit programs

One of the means at the disposal of the  Department o f Agriculture 
to compete with  other  supplie rs in Eastern  European markets is the 
export credit sales p rogram of the Commodity Credit Corporation. 
The first business done under this  program with Eastern European 
countries was in 1962 when feed grains were exported to Poland. From 
this initial program until  March 1966, Poland was the only Eastern 
European  buyer, during which period a li ttle over $19 million worth 
of barley, corn, and grain sorghums were expor ted to th at country.

Init iall y, when first established in 1956, the CCC credit program 
provided for CCC acceptance of letters  of credit issued by U.S. banks

« only. However, in Apr il 1966, the program was amended to provide
for acceptance of letters  of c redit  issued by foreign  banks, provided 
the letters of credit were confirmed at least 10 percent by U.S. banks. 
Since this  change, the Department has established credit lines for

• several Easte rn European countries, including Bulga ria, Czechoslo
vakia, H ungary, Poland, and Yugoslavia. In all cases where the credit 
period is longer than  12 months and the bank obligation is issued by 
a foreign bank, each line of c redit  must be approved by the National 
Advisory Council on Inte rnation al Monetary and Financial Policies.

From  inception of  the CCC credi t program in 1956 until the present, 
approximately $105 million worth of agricultural  commodities have 
been exported to Poland, Czechoslovakia, Hun gary , and Yugoslavia. 
Of th is amount, business done in fiscal year 1967 amounted to app roxi
mately $53 million and involved exports of wheat, feed grains, rice, 
and cotton. So fa r in fiscal year  1968 exports to  Poland and Yugoslavia 
have amounted to approx imately $36.6 million. There have been no
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exports to Czechoslovakia or Hungary  under this program d uring the 
current fiscal year. Under lines of credit still outstanding, we expect 
some additional exports during the remainder of the year.

This is a useful expor t program. Its  terms are commercial with 
interest rates at or above prime rates in the United States. Fo r let ters 
of credit issued by a foreign bank, the rate  of interest  is 1 percent 
higher than for  U.S. banks. Unless other considerations become over
riding, we believe it to be in the overall  interest  of our balance-of-pay- 
ments objectives to use this program wherever helpful and appropriate  
in selling our farm products in Eas tern  Europe.
Barte r

Barter  exports take place e ither under Public Law 480 or under the  
CCC C hart er Act. Proceeds from bar ter exports are used in meeting 
requirements of Government agencies overseas, thus saving dollars.

Three Eastern  European countries are considered eligible to receive 
our agricultura l exports under the bar ter program—Yugoslavia, Po
land, and Romania. From the beginning of fiscal year 1965 to January 
1 of  this year, our exports under barter to these three  countries totaled 
$26 million, and included cotton, corn, g rain  sorghums, and soybean 
oil.

We do not expect any significant expansion in bar ter exports to 
these three  countries. If  elig ibility were broadened to include some of 
the other Communist countries, however, there would be possibilities 
for additional exports u nder this program.

I would like to say in summary tha t our agricultural exports to 
Eastern Europe  are, at this time, quite limited.

Consumer income and demand in the area continue to rise, however, 
and there are a number of agricultural  products  which we produce 
efficiently and sell competitively w’hich would have poten tial for ex
panded sales in the area if times and conditions were to permit  us to 
compete for  the business.

Mr. F relinghutsen (presidin g). Thank you very much, Mrs. 
Jacobson. As Mr. Kelly probably said before I came, she had  to leave. 
She wished to appologize.

Mr. Hamilton, do you wish to lead off ?
Mr. H amilton. Thank you, Mr. Actin g Chairman.
I am not  clear on the status of a id under Public  Law 480, although 

you have an excellent statement. Do we have any aid now going to the 
Communist countries under Public Law 480 ?

Mrs. J acobson. No.
Mr. H amilton. Only barter.
Mrs. J acobson. And tha t is not considered aid—actually, we do not 

deal with the country directly on barter , as you may know. We deal 
with the exporter  and the exporter then makes his arrangements.  This  
helps us, in Europe I  th ink  it is mainly purchases  of the Defense De
partm ent tha t have been made, say, from Yugoslavia, for  which they 
receive wheat instead o f dollars.

Mr. H amilton. Is it  correct to say tha t there  is no assistance of any 
kind under  Pub lic Law 480 going to any Communist country ?

Mrs. J acobson. Tha t is righ t, unless it is some of our donation pro
grams which are throu gh the voluntary agencies and the religious 
groups with programs that  are purely  charitable or emergency in 
nature. Those programs are still  going ®n.
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Mr. H amilton. And the discretion in those programs rests wi th the 
voluntary  agencies and not wi th the U.S. Government?

Mrs. J acobson. I  would say so, with the exception of the fact tha t 
we can’t send donations, even through a church, let us say, to a country 
which has broken relations with the United States. Since last June 
this has occurred with some of our donations programs. But  again, 
with the donations programs we donate the food to  the agencies and 
they distr ibute  it to the people.

Mr. Hamilton. Do you have any total estimate of the agricultural 
exports per year tha t we lose because of our refusal  to deal  with Com- 

» munis t countries?
Mrs. J acobson. Let me give you some factors involved in that . I 

don’t think I  can give you any figure.
It  seems to me tha t we do no t lose too much simply because of our 

• refusal to sell to some Communist countries. But, as I indicated here,
we have certain other restrictions. Fo r example, in 1964 when Russia 
bought from us they brought from us only because we were the last 
available suppl ier from which they could ge t wheat. They needed i t 
badly enough to pay the extra  cost involved in American shipping 
requirements. Russia would need to  get in serious s trai ts before they 
would buy from us, as long as they could buy from Canada more 
cheaply.

However, in the feed grain area, where Canada is not as competitive 
with us as it is in wheat, with an expanding market as the animal in
dustries increase in Eastern  Europe , there we migh t have more op
portunity if i t were not for  these restrictions.

Mr. Hamilton. It  is your general impression we don’t lose a lot 
in terms o f commercial business as a result of these restrict ions?

Mrs. J acobson. We lose some bu t not  a large proportion as a result 
of restrictions on trade. I think  one ought to add  tha t in cases where 
the supply is near to the demand for any product , if Canada sells 
wheat to, let us say Red China, it means th at Canada is not trying to 
sell th at wheat, at  least in competition, to the potential customers that 
we have.

Mr. H amilton. Wha t are the roles of State, AID , and Agriculture  
in controll ing exports of agricultural  products?  Is this something that  

« the Departmen t of Agriculture controls or is i t done in conjunction
with Sta te? How are the decisions made?

Mrs. J acobson. Let me answer it in part as follows: The controls all 
go back to the law, which goes back to the Congress. W ithin  the Jaw 

- the Secretary of Agricu lture has certain  administrative responsibil
ities with regard to Public Law 480. I n exercising those responsibil
ities he considers the position of the Secretary of S tate, who also has 
responsibilities in connection with  Public  Law 480.

For example, par ts of Public Law 480 with which we are  concerned 
deal with a definition of friendly countries. Some of these provisions 
have become more specific lately by naming countries. But  friend ly 
countries, non-Communist countries, determinations are made in the 
Depar tment  of State  because that  is its province.

Mr. H amilton. Who sees to it tha t these various restric tions in the 
law are enforced?

Mrs. J acobson. I would say th at  if  they were not enforced  we would 
quickly get criticized.
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Mr. Hamilton. Who has the responsibility? Is it the Secretary of Agriculture ?
Mrs. J acobson. The Secretary of Agriculture  in many areas with regard  to Public Law 480, yes. With  regard  to export  controls, the Secretary of Commerce. The Secretary of State or the  Department of State has an important role in all of these. The Commodity Credit  Corporation, which is under the Department of Agriculture , carries out the business transactions. I think  the  law is generally observed.Mr. Hamilton. That is all, Mr. Chairman. Thank you very much,Mrs. Jacobson.
Mr. Frelinghuysen. Mr. Findley. •Mr. F indley. Madam Secretary, you r statement is quite a dramatic demonstration of the  role o f the Government in our grain marketing .It  is obvious th at the Depar tment  of A gricu lture  is very active in the merchandising of grain overseas. You have a section here about Com- *modify Credit Corporation credit sales. I t brings to my mind our experience with the United Arab  Republic. I f I  am correct, we had rather substantial CCC credit sales to Egyp t which were in being and subject to payment at the time that relations were interrupted.
Can you te ll us what the status of those accounts would be at the present time ?
Mrs. J acobson. I think they are  in a status of suspended animation.Isn 't that r ight, Mr. DeFelice ?
Mr. DeF elice. Yes.
Mrs. J acobson. We have not had official dealings with the United Arab  Republic since relations were severed.
Mr. F indley. Our experience with CCC credit sales has not been uniformly good. Am I correct on tha t? We have had some bad experiences on credit extension.
Mrs. J acobson. We have had some bad experience, bu t all of the good experiences have never been noticed, you see.
Mr. F indley. Can you tell us what the limitations are on CCC credit sales ? Is  there a 3-year limitation on credit ?
Mrs. J acobson. Yes, and many of them are for 6 months and 12 months.
Mr. F indley. Does the rate of interes t necessarily reflect the cost of money to the Government ? <Mrs. J acobson. Yes.
Mr. Findley. I t can not be below tha t amount.
Mrs. Jacobson. No.
Mr. F indley. I s that  not the same general rule as to interes t rates tha t the Export -Imp ort Bank guarantees would provide?
What I  am g etting at is what is the justification for the Commodity Credi t Corporation being engaged in cred it extension beyond the borders of our country when a wholly U.S.-owned financial institut ion, the Expo rt-Import  Bank, is in business for that same general purpose ?Mrs. J acobson. I do not know whether  this will meet your term “justification”. The reason why it exists was tha t it hoped to develop markets by this means. A major purpose of the Commodity Credit Corporation, going back to its creation, was to try  to help develop markets  for our agricu ltural products. This market  development is a proper function fo r the Department of Agriculture.
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By extending credit for the sale of agr icultu ral products it can begin 
to build a market th at it hopes will be useful.

Mr. F indley. But this also means tha t Government, itself, is a major 
element in the world grain  market. Why not leave it to the priva te 
sector?

For example, Yugoslavia is li sted as a country which has had the 
advantage of CCC credit sales. A manufacturing  firm in  my distr ict, 
the Gardner-Denver  Co. has had indus trial business with Yugoslavia 
for a number of years. The company carries its own credit. W iy  does 
the U.S. Government have to be in the business of extending credi t

* to Yugoslavia ? Why not leave it to private trade ?
Mrs. J acobson. It  is the  private trade tha t gets this credit in fact. 

As you know, now most of our sales of g rains  come from the private 
trade. We work through the private trade wherever possible.

* Mr. F indley. Yet the credit is provided by the Government.
Mrs. J acobson. Yes.
Mr. F indley. Why not le t the priva te trade  take the  risk? Then the 

taxpayers would not be holding the bag as they are in Egypt and in 
Lebanon and elsewhere on credit sales.

Mrs. J acobson. Th e best answer is the one I indicated before, tha t 
this is a special c redit  provision tha t helps to  promote agricultural ex
ports. That does not app ly, apparen tly, to the manufactur ing company 
to which you referred. There is no special law fo r that.

Mr. F indley. On anoth er topic, under Public  Law 480, charitable 
donations are authorized and carried forward rather extensively. I 
understand tha t Poland is the  only Easte rn European  country tha t re
ceived donations. A couple of million gallons of soybean oil was pro
vided th rough  Catholic relief, I  think. Can you explain why it would 
be that only Poland  and not the  other  Eas tern  countries have benefited 
from this?

Mrs. J acobson. I thin k the only countries with which we have had 
any sizable donation programs in Eas tern  Europe have been Poland 
and Yugoslavia. The others, well, perhaps there are no volunta ry 
agencies operating  and providing donations.

Mr. F indley. Can you tell me why soybean oil was donated to 
Poland ? Why was t ha t commodity selected for donation ?

« Mrs. J acobson. Because the volun tary agency through which it
was programed asked for  it.

Mr. F indley. And that is the only reason? They did not ask for  
other things which were not supplied ?

« Mrs. J acobson. I would have to look up to find out what the ir re
quest included on this  part icu lar  shipment.

Mr. Findley. Can you tell the committee how Catholic relief actually 
distributes a shipment like this?

Are they given access to the in terior of the country and able to actu
ally to place the donated items in the hands of individual persons w ith
in Poland ?

Mrs. J acobson. I  have not seen them operate in Poland. I have 
seen them operate in o ther countries. I  have seen them actually hand 
out packages to, let us say, relief families in countries. They are 
able to operate inside Poland, I  know this.

They are able to  operate in various cities of Poland and they are 
responsible for seeing tha t the products  get into the hands  of those 
who are needy and those who will not misuse them.
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Mr. F indley. Am I correct that this 50-50 shipping requirement, which you find is an encumbrance to trade development, exists because the commodities shipped are subsidized? Is there any relationship between the fact tha t we have a Federal subsidy program for wheat and feed grains and the fact that  the commodities must be carried 50 percent in U.S. bottoms?
Mrs. J acobson. The relationship is only indirect with regard to those shipments th at I talked about today.
With  regard to shipments under Public Law 480, yes. But I was talking about shipments of wheat and feed grains to the Easte rn European Communist countries. These were not being shipped under •Public Law 480, therefore they would not be subsidized. Therefore , the relationship of the 50-50 shipping requirement comes in prim arily as an effort to help to strengthen our merchant marine.
Mr. Frelinghuysen. I f I could ask a much more elementary ques- <•tion. because I don’t understand what this requirement really does involve. Do I  understand you to say, and I am looking at  your statement on page 11:
Under our cu rre nt export regu lations 50 percent of all wheat exported to the Soviet Union and Easte rn Europe,  and 50 percent of all feed g rain s to the Soviet Union, must be ca rrie d in U.S.-flag vessels.
Does that  mean there is no restriction  with respect to feed grains to Easte rn Europe? Are we only talk ing about the commodities to these countries, or is there a requirement tha t grain  generally to any country must be transported 50 percent in U.S. bottoms?
Mrs. J acobson. No. The legal requirement enacted by Congress relates to subsidized shipments under Public Law 480.
Mr. Frelinghuysen. To any country?
Mrs. J acobson. Yes; to any country which is eligible to receive Public Law 480. That is taken care of in the law.
Mr. Frelinghuysen. Why are you referring  specifically to the Soviet Union and Eastern  Europe?
Mrs. J acobson. Shipment of grain cannot be made from this country to the Soviet Union or certain Communist countries in Eastern Europe except under a validated license issued by the Department of Commerce. To ship to the Communist bloc or to the Eastern European countries, with the exception of Poland, Yugoslavia, and Rumania, »to ship grains to Czechoslovakia or the Soviet Union requires a license, and the curren t regulations, not law bu t regulations, say you can’t get a license to  export grains to the Soviet Union unless you follow the 50-50 provision tha t hal f of this grain shall be shipped in American bottoms where they are available.
Mr. Findley. That  is an administrative regulation,  then.Mrs. Jacobson. Yes.
Mr. F indlev. So i t is entirely  within the province of the executive branch to change it?
Mrs. Jacobson. Yes.
Mr. Findley. Is it true tha t today there is no export subsidy paid on wheat to  move it into world markets and the same on feed grains?I ask that  because it was my impression tha t there was a relationship  between this 50-50 requirement  and taxpayer  subsidy of commodities.Mrs. J acobson. There is, and tha t applies to the 50-50 requirement on wheat shipped under Public  Law 480.



167

Mr. F indley. For example, the Soviet shipment was not under  
Public  Law 480, yet there was a requirement  of 50-50 U.S. bottoms.

Mrs. J acobson. That is an administrative regulation and the reason 
for the admin istrative regulation , I  might say, was I  presume exactly 
the same as the Congress pu t i t into the law, as an assist to our m ari
time industry.

Mr. F indley. In  any event, the 50-50 complaint really should bo 
directed to the W hite House, then, should it not ?

Mrs. J acobson. I  was no t making it as a complaint. I was s tatin g 
it as a fact.

* Mr. F indley. On page 10, at the bottom, you refe r to the most- 
favored-nations treatment.

Do you feel it would be in the public in terest that  the United State s 
require tha t any transac tions with Eastern European countries must

* be covered by guarantees of impartia l third-party arb itra tion  of 
disputes ?

Mrs. J acobson. I am not sure of the applicability  of tha t question. 
Certain transactions  now are carried  out by American companies 
freely withou t Government regulations or restrictions. Presumably, 
they look out for  their  own interests and they make a contract which 
is to their advantage  as well as to the advantage-----

Mr. F indley. Business firms have had some problem in settling dis
putes as to patent s, as to quanti ty, quality,  time arriva ls and all. And 
if they get into a fuss with a Communist country, they quickly find that 
the business end of the deal in the Communist country and the Govern
ment are one and the same thing. So if  a dispute is settled by an arb i
trat ion court in that country, the free world merchant does not have 
much leverage.

It  has been my hope that  as we talk  about extending the most- 
favored-nation trea tmen t to these countries we will insist upon im
par tial  thi rd-par ty arbi tration of disputes as a sine qua non of such 
arrangement.

Mrs. J acobson. Yes. I t is my understanding , al though this is some
what outside of the province of agricu lture,  but it is my unde rstand
ing th at any negotiation with these countries with regard to the MFN 
would include such provisions as you speak of tha t would make trade 

« relations easier.
We have to have special relations  when we deal with a country 

where there is s tate trad ing,  where we can hard ly tell the difference 
between the tra din g ent ity and the government.

- It  is quite logical tha t we should ask for special assurance of non
discrimination and, I would think,  of some fai r means of handling 
disputes.

Mr F indley. Mr. Chairman, thank you very much.
Mr. Frelinghtjysen. Mrs. Jacobson, a couple of brief  questions.
I am interested in this 50-50 requirement. You say your descrip

tion of it is not as a complaint. Yet your p itch seems to be quite c learly 
tha t we should consider the potential of Eastern Europe as a market, 
and th at one of the reasons we have difficulty is the competitive disad 
vantage tha t this requirement places on us. This would seem to be a 
suggestion that, perhaps  it  should be modified, tha t th is is not the way 
to subsidize the merchant marine, which is how you described the 
requirement.
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I don’t know enough to know whether tha t is a fai r description or 
not.

May I  reveal my ignorance by asking whether there is any restr ic
tion on manufactu red exports, or are we just put ting  in this restr ic
tion with respect to feed grains ?

Mrs. J acobson. Ju st on exports under Publ ic Law 480 o f a certain 
kind, and on wheat feed grams to certain  Communist countries.

Mr. Frelinghuysen. You attribute  this purely  to a desire on our 
pa rt to support the  merchant marine ?

Mrs. J acobson. May I answer this in this way: On the one hand 
we seek one good end, a strong  and profitable merchant marine; on 
the other hand we seek another good end, expanding exports  of our 
agricultura l products.

The thing  tha t I tried  to say in the last  sentence is th at we would 
seek to cooperate in developing some measure tha t could bo th assist 
the merchant marine  and assist our exports at the same time.

We serve on committees th at are exploring and studying th is possi
bility  and representatives of the Department of Agriculture work with 
these committees and hope th at something can be found. This is why I 
say I am not taking a position on advocacy here.

I am in a D epartm ent tha t is looking out for agricultura l exports, 
and th at is a good thing. But  others look out for the maritime indus
try  and we recognize th at its health is also a good thing.

Mr. F indley. Mr. Chairman, if I may comment on that .
I may be totally misinformed, but I  believe this rationale of 50-50 

requirement is that  American shipping should not be excluded purely 
on a price basis  f rom the shipment of commodities in which the tax 
payers of th e U nited  States already have a substantial investment.

With feed grains, for example, the market value of the feed grains 
crop is roughly four and a hal f billion dollars a year, and our Fed
eral feed grains p rogram is costing about a billion and a ha lf dollars, 
or a big  portio n of the value of the crop. So the taxpayers have a sub
stant ial investment there. They reason that  if they have tha t big an 
investment, then American shipping should not be excluded from 
transporting tha t subsidized commodity beyond our borders, which 
is one reason I  think we ought to get away from the subsidy of 
commodities.

Mr. F relinghuysen. Mr. Findley is an ex member of the Commit
tee on Agriculture , so obviously he speaks with authority on this 
point.

The o ther question I wanted to  ask is with  respect to Cuba. On top 
of page 7, you point out tha t the amendment to Public Law 480 allows 
the President to make a determination that sales agreements can be 
entered into if it is in the national interest, and that  trade with  Cuba 
could be permitted with certain limitations, which you spelled out.

Has there  ever been such a determinat ion made?
Mrs. J acobson. I know of only one, in the case of Morocco. We have 

a sales agreement under Publ ic Law 480 with Morocco for  reasons tha t 
we believe are very much in the national interest, to strengthen tha t 
country, to  loosen its ties wi th the more aggressive countries and cer
tainly with the Communist countries.

Morocco had been sending some component of ferti lizer  (I  think  i t 
was phosphate, bu t I  am not sure) tha t the Cubans used for fertil izer 
for the ir crops.
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I t clearly fitted under  nonstra tegic raw material for agriculture. This had been a trad itional  shipment for  a long time, not a grea t amount. So in the case of Morocco the President ruled tha t this t radi 
tional shipment to Cuba should not deprive Morocco of the righ t to have a Public Law 480 agreement under this law.

Mr. F relinghuysen. I  seem to remember some other witness tes tify 
ing tha t an American-controlled firm abroad may export to Cuba goods if they are not of U.S. origin.

Mrs. J acobson. This is entirely  outside of my field of knowledge.Mr. Frelinghuysen. I am troubled.  W hy should there be an open
ing with respect to trade with Cuba? The same argument you give could apply  with Morocco's desire to trade with North  Vietnam, as an example.

Mrs. J acobson. Maybe Mr. Findley knows because he was on the 
committee that handled tha t.

Mr. F indley. Yes; I remember tha t very vividly. The reservation in respect to raw mate rial trade with Cuba was designed purely to 
protect India. Ind ia had a rather  low but, to it, apparently,  impor tan t trade with Cuba, I think, in hemp or something like tha t worth  $700,000 a year. Bu t India was on the receiving end of tremen
dous Public Law 480 shipments.

We were t rying to t ighten down on trade with Cuba and our committee sought to shut off Public  Law 480 trad e with any country tha t traded with Cuba. Then i t came to lig ht tha t poor India was so anxi ous to pro tect its cash markets  in  Cuba tha t we ought to make an exception for Ind ia and it was done by means of this language.
Mr. F relinghuysen. We are lucky to have an ex-member of the Committee on Agricu lture  with us.
I want to than k you very much on behal f of the committee, Mrs. Jacobson, for your very in teres ting testimony.
Mr. F indley. May I ask one final question, Mr. Chairman?
I  keep thinking of the soybean oil to Poland. Now, surely, Catholic relief  would like to have other  things to give away in Poland.  Why did it happen to be soybean oil ? Do you know the  procedure tha t our Department goes through in deciding what  items will be shipped under the donation program and what will not ? Do they have to be determined to be officially in surplus to be eligible for donation ?
Mrs. Jacobson. No.
Mr. F indley. So it could be anyth ing ; could it not ?
Mrs. J acobson. Actually, AID  handles the donation programs except insofar  as the commodities are concerned, which must be handled by Agricu lture and the  CCC. In this  case the AID  handled the request. I thin k I  could find out  whether they requested anything else, whether this was a p ar t of an old  request—you don’t happen to know 

these de tail s; do you ?
Mr. DeF elice. No.
Mrs. J acobson. If  I  can find out  anything about i t I will be happy to supply it. But  I can answer th e point, the actual determination of the commodities is made by AID . We always periodically ask AID, “Now what do you expect to be the commodities tha t we should be watching ou t for?” We are a k ind of supply agency for them as far  as the donation programs are concerned.
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Mr. F indley. I can see why the Soybean Council, for example, would 
be very much interested in this. I  am wondering just how our Govern
ment reaches a decision on what commodities will be available and 
what will not be. I f you can supply some explanation for  the record 
I will appreciate it.

Mrs. J acobson. I will do that.
(The following informat ion was subsequently supp lied:)

The Government of Poland negot iated  a phase  out  agreement with the volun
ta ry  agencies which calls fo r a yearly phase  down in the number of re cipi ents  an d 
the  phase  out of all donat ion activities by Jun e 30, 1970. In  keeping with the  
phase out  arran gement, the voluntary agencies  reduced  the to ta l number of 
recipien ts for  FY 1968 by 16 percent to 2,494,000 persons. The level of food com- *
modifies approved for FY 1968 totals  63.4 million pounds and  includes whe at 
flour, rolled whea t, cornmeal, nonfat dry  milk, blended food products , vegetable 
oil, butt er, and but ter  oil, with  a CCC value of $10.6 million for  dis trib ution to 
2.5 million needy persons, prim arily child ren.

The commodities approved for shipment in FY 1968 included many others in *
addi tion to vegetable oil. as fol low s: wheat  flour, 26,919,000 poun ds ; vegetable 
oil, 11,792,000 pounds; blended food products, 9,802,000 pou nds ; bu tte r oil,
5,256.000 po unds; non fat dry  milk, 4,071,000 pounds ; cornmeal, 3,233,000 pounds ; 
bu tte r 1,439,000 pound s; and  rolled wheat  900,000 pounds.

Mr. Freunghuysen. Thank you very much.
(Whereupon, a t 3 :20 p.m., the subcommittee was recessed, subject to 

call.)



EAST-WEST TRADE 
6. Departmen t of Commerce

TH U RSD AY , M AR CH  7,  19 68

H ouse of Representatives,
Committee  on F oreign Affairs,

Subcommittee on E urope ,
Washington^ D.C.

The subcommittee met , pursuant to call, at 2 p.m., in room 2200, 
Rayburn House Office B uilding, Hon. Edna F. Kelly (chairman of 
the subcommittee) presiding.

Mrs. K elly. The subcommittee will please come to order.
For the  past 4 weeks, this subcommittee has been inquir ing into the 

issues relating to East-West trade.
By questioning witnesses f rom various executive departments and 

agencies, we have tried to ascertain how our  laws and regulations op
erate in  this field and to what extent they may advance or hamper the 
achievement of our foreign  policy objectives.

Today we are pleased to  welcome Assistant Secretary Lawrence C. 
McQuade of  the Departmen t of Commerce, who is accompanied by 
Mr. Lawrence Fox, Direc tor of the Bureau of Internat iona l Com
merce, and Mr. Rauer Meyer, Director  of the Office of Exp ort  Control.

Gentlemen, the  Department of  Commerce plays a  central role in  the 
East-West trade picture. On the  one hand, you are the  people who en
courage foreign trade  in certain  commodities; on the other hand, you 
apply restric tions and  prohibitions mandated by the Congress.

Secretary McQuade, I  have glanced at your statement. We will be 
happy to have you read  it, or to accept it  for the  record and have you 
summarize it, whichever you prefer.

Would you proceed ?

STATEMENT OF HON. LAWRENCE C. McQUADE, ASSISTANT SECRE
TARY FOR DOMESTIC AND INTERNATIONAL BUSINESS, DEPART
MENT OF COMMERCE
Mr. McQuade. F ine. I  though t fo r a minute I could talk  about this 

and then we could pu t it in the record.
The three points which I try  to make in here are, first, that our 

involvement falls into three areas: The general area of U.S. trade  
policy and trade  promotion, as you have indicated; the second is 
management of the E xpo rt Control Act; and the  thi rd is our re lation
ship with other agencies which have strategic trade and transactions 
control.

Now, focusing on the first one, I th ink the  important thing to  look at 
(1 7D

89 -5 77 — 68------ 12



172

is the ad min is trat ion’s poli cy an d objectives, whi ch is to eng age  in 
pea cef ul trad e w ith  all  th e countr ies  of  the world  as  long as thi s i s con
sis ten t with  ou r na tio na l pol icy  objectives.

In  th is  respect, Ea st- W es t tr ad e is no excep tion . Th e rea l que stio n is 
in  ba lan cin g ou t the w ide va rie ty  o f th e Na tio n’s objec tive s, wh eth er in 
th e judg men t of  whoever  is mak ing th e judg me nt,  the gr ea te r trad e 
wi th Eas te rn  Eu rope  ten ds  to su pp or t or  t en ds  to ha rm  ou r na tio na l 
we lfa re and  secu rity .

I f  I  pu t heavy we igh t on th e im po rtan t ingred ient  of  the peaceful 
chara cte r of  the  commodities w hic h a re  allow ed to e nte r into th is  tra de , 
I  t hi nk  yo u know  t hat the  n et  j ud gm en t we h ave made in  the ad min
ist ra tio n i s that  it  tend s to  sup po rt  ou r ob ject ives .

In  a sense, there  are real ly  tw o ma in ingred ien ts to th e forei gn  
policy. One  is to  be to ug h w here we  have  to be toug h to dea l with  tho se 
aspects of  the  Commim ist co un tri es’ policies  w hich cal l fo r tou ghn ess , 
the  w ar in  Vie tnam, th e Pueblo  inc iden t, and th ings  o f th at sort.

At  the same time , loo kin g to ward Eas te rn  Eu ro pe  as dis tin gu ish ed  
fro m th e F a r  Ea ster n countrie s an d Cuba,  it  is ou r fee lin g th at  it  is 
wrong t o foll ow a one-d imens ional policy  and there  is gr ea t mer it in 
cu lti va tin g are as  of  comm on grou nd  on sim ply  a fo re ign pol icy 
gro und, an d you  add to  th e fo re ign pol icy  conside rat ion  the  com
mercial ra tio na le  wh ich  makes i t s or t o f i na pp ro pr ia te  to  deter  Am er i
can firms fro m accep ting com mercial  op po rtu ni tie s which  are  rea dily 
being fulfil led  by  firms in  othe r cou ntri es.

I wo uld  no t fo r a minu te pu t th e commercia l rat iona le  very high  
in  th e fac e of  th e na tio na l security issue  o r for eig n policy  issue, bu t I  
th in k in th is  case the  two  of the m move  in th e same direct ion . Th ere  
are  some balance-of -pa ym ents benefits, bu t I  don’t th in k they  ra te  very hig h.

I  have  inc lud ed in  my sta teme nt  th e da ta  whi ch un de rp ins ou r 
Ea st -W es t tra de . You see two  th ings  fro m th is  sum mary.  Fi rs t,  the  
size of  th e trad e is very modest. Sec ond ly, a very la rg e po rtion  of  
wha t we ex po rt consists of ag ric ul tu ra l prod uc ts an d a very sma ll 
prop or tio n consists of  in du st ria l-t yp e pro ducts . I  th in k th is gives 
you a li tt le  p erspec tive when you look  at  those num bers.

Th e next  ma in po in t I  wou ld like  to focus on is th e question of 
wh eth er we c an achieve the goa l of  l im iti ng  o ur  t ra de  to nonstra teg ic 
goods . Thi s is the  he ar t of th e ta sk  which  those of  us who run the  Export  Co ntro l Ac t are tryi ng  to  do.

In  thi s respec t, I  t hi nk  i t i s usefu l to go to  th e act , which  prescribes  
th at the policy of  the  Con gress is to use expo rt contr ols  to  the exten t 
necessary  (a) to  pr otec t the dom est ic economy fro m th e excessive 
dr ain of  scarce  m ater ia ls ; (b)  to fu rthe r the  forei gn  policy  of  the  
Un ite d St ates  and  to  a id in fu lfi lli ng  it s in ter na tio na l res ponsibi liti es;  
and (c) to exerc ise the necessa ry vig ilance  ove r expo rts  fro m the  
stan dp oint  of  the ir  signif ican ce to  the  n at iona l sec uri ty of  the  U ni ted Sta tes .

Th e te st  on th e la st  po int, which  is the  one most re leva nt  here , is 
wh eth er a com modity  or  techno logy mak es a signif ica nt contr ibu tio n 
to the  m ili ta ry  o r econom ic p oten tia l of  one  o f t he  de fined  C ommunis t 
na tio ns  which  would  pro ve de tri men ta l to  the na tio na l sec uri ty an d we lfa re of  the Un ite d Sta tes .

Now,  in  or de r to accomplish that , we have set u p a syste m o f licenses. 
Ma ny goods are  un de r wha t we call  a gen era l license, which  means
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they can go freely without any license appl ication being filed by the 
exporter. Another category is validated licenses, which requires that 
someone submit an application and tha t applicat ion is considered by 
Mr. Rauer Meyer and his group to see 'whether it is eligible to be 
permit ted to go.

Now, the test we try  to use is the one 1 just read from the act. In 
making tha t determination, we have, first, our own staff which looks 
at these issues, and second, a system of interdepartm ental consulta
tions which is designed to bring  to bear on these issues the collective 
wisdom of  the State Department, the Defense Deparment, Interior,  
Agriculture, and Treasui-y, and we also get the advice from the Atomic 
Energy Commission, NASA, the Federal  Aviation Agency, the  CIA, 
the Office of Emergency Planning , indeed, anybody who might bring  
some useful light to bear on the issues.

We also, where necessary, try to get the benefit of advice from private 
sources where this would be helpful.

We have set up a committee structure. Fir st, there is informal con
sultation. Second, we have an opera ting committee where senior staff 
level officials will review the difficult cases. Above that there is an Ad
visory Committee on Expo rt Policy at the Assistant  Secretary level.

If  the Advisory Committee on Expor t Policy fai ls to come to agree
ment, there is an Expor t Control Review Board  which consists of the 
Secretaries of State , Defense and Commerce, and the Secretary of 
Commerce is the chairman.

The point I am t rying to make here, Madam Chairman, is th at we 
have evolved a system which will bring  to bear on the critical cases as 
much wisdom as we can get out of the collective Government entity.

Now, the o ther th ing which I  think is worthwhile mentioning in this 
resume is the test which we use in t rying to  consider whether to gra nt 
a license, whether it meets the s tatutory standard  or not. These are on 
page 9 and 10 of my statement. I thin k i t is worthwhile to read them.

First, is the commodity designed for, intended for, or could i t be 
applied to, a significant milit ary use?

Mrs. Kelly. Tha t is the last parag raph , is it not?
Mr. McQuade. Yes, ma’am.
Second, does it contain unique or advanced technology tha t is ex

tractable?
Third, would it promote the military and indus trial base of the 

country of des tination?
Fourth,  would i t contribute to the economy of the Communist coun

tries to the det riment of our own security ?
Fif th,  are there adequate supplies or good substitutes available else

where that  would make any control by us futile ?
Sixth, are the quantities and types of equipment normal for the 

proposed use ?
Seventh, is the equipment an in tegral part of a larger package and, 

therefore, unlikely to be used for other th an the sta ted purpose?
Now, our East-West  trade  policy and our administration of the  Ex

port Control Act present an administrative  area in which men of good 
will and good intentions admittedly can, and sometimes do, see things 
differently.

We interpret the act to call for  a denial of export licenses when such 
denial is found to be in furtherance of the national security and for
eign policy objectives, and for approval when those national interests 
would benefit thereby.
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I will stop talking about the Exp ort  Control Act and I  will mention just  th e last point here, which is, just as we get the benefit of advice from the Departments of State  and Defense and elsewhere, so do we part icipa te with them and with the Treasury Depar tment  in thei r consideration of what to do under the Battle Act as there is a  close coordination, as you know, with COCOA! and the COCOA! procedures which we follow.
AAre have an active part icipation in these other export control matters in order to t ry to give the Government as effective and coherent an approach to these as possible.
I think tha t is really all t ha t I might  usefully say by way of summarizing that. I  th ink it would be better if we went to things that  are of interest to you.
(Air. AIcQuade’s full statement fo llows:)

Statement of H on. Lawrence C. McQuade, Assistant Secretary for Domestic and I nternational Busines s, D epartment of Commerce
Madam Chairman and  members of the subcommittee, I welcome this  opportunity  to d iscuss E ast-W est T rad e an d rep ort  to  your Committee on the Department of Commerce act ivit ies in th is a rea.
These fal l largely into  three ar ea s:  (1) our  g eneral involvement in U.S. trade  policy and  tra de  promotion;  (2) man agem ent of the  Exp ort Control Act ; and (3) cooperation with other agencies involved in stra tegic tra de  or transactio n controls.

GENERAL

One of the  main tenets  of the  foreign policy of the United Sta tes is encouraging the norm al and  tradit ion al practice of peaceful  trade  with  other countr ies. The U.S. government has  a  var iety  o f specific programs  to fac ili tat e the channels of commerce and indu stry . The Congress authorized the Department of Commerce to promote tra de  in order to encou rage domestic economic growth and to control tra de  to the exten t necessary  to safeguard our  nationa l secur ity. Added resources for trade  promotion by the Dep artm ent  were proposed by President  Johnson in his  Action Program  on the  Balance of Payments, on J an ua ry  1, 1968. He noted  th at  “What we now need is a long-range systematic program to stim ulate the  flow of the  p roducts  of our  fac tor ies  and farms  into overseas markets.”In ord er to pursue this aim the Pre sident , as pa rt of a seven-step  balance of paym ents program, announced th at  he would ask Congress to supp ort an  inte nsified 5-year, $200 million Commerce Dep artm ent  program to promote the sale of American goods overseas.
The policy of ou r Government is to engage in peace ful trade  w ith all coun tries  of the world so long as  th is is co nsis tent  wi th the  broad na tion al policy objectives of the  United  States . East -West Trade is no exception, though it  works out in a way rel ating to the special circumstances of our East -West relations.I wa nt to make it clea r at  the  out set th at  I will be talk ing about trade only with  E ast ern  Europe , including the  Soviet Union, and tr ade only in  peaceful goods.We would all agree  th at  our firs t concern should  be the  public good, taking into  accoun t, and balancing out, the wide var iety of thi s na tion’s objectives. On the issue of whe ther  greater  trade with  Easte rn European  countrie s tends  to supp ort—or  to impair—our nat ion al welfare  and  secur ity, commercial and economic benefits are  only a pa rt of the cons ideration s going into  a broader, overall judgment.
Since the  end of World War II,  the  United  Sta tes has  largely followed the  premise th at  peaceful trade,  over a period of time, can help influence Easte rn European societies to develop along paths th at  are  favorable to world peace.Even in the  face of the  wa r in Vietnam and episodes such at  the Pueblo inci dent, where the  Unit<*d Sta tes  must act with toughness towards aggressive acts  by Communist countries,  our policy towards Eas tern  Europe need not be one- diinensional. There is me rit in a paralle l policy of cul tivating are as of common ground with  Easte rn Europe ra ther  tha n those which lead toward abrasions or conflict. In addition  to such foreign  policy considerat ions,  the re is a commercial inte rest . There seems to he lit tle  value in requ iring  American business firms to
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sta nd  aside and  let comme rcial opportu nities go by defau lt to com petit ors in 
oth er free world countries.

The und erpinnin g of the  hea lthy growth of our  intern ati on al tra de  with the  
free world lies in several  fac tors: priv ate  enterp rise tak es the ini tia tiv e to buy 
and sell in world m ar ke ts; bus inessm en have access to foreign  m ark et info rma tion  
and  to pote ntia l custo me rs: they know ma rke t requ irem ents  and  pr ac tic es ; their  
products ar e salable in foreig n m ar ke ts ; cre dit  and  cre dit  gua ran tee s are av ail 
able  ; paym ents can  be made  in convertible  cu rre nc ies ; nationl governments en
courage free  pri vat e enterp rise and  init iative.  Thes e fac tor s make for grea ter  
trad e.

The curre nt East -We st tra de  situ ation does not includ e enough of thes e vit al 
ingr edients to act iva te rap id expansion. The re are  de ter ren ts on both sides.

On the U.S. side  there is a lack of int ere st by most U.S. firms, and  a lack of 
knowledge of import needs an d exp ort prod ucts  as  well as  how to do business 
with  Communist tra din g orga niza tions. Cre dit is more difficult to obta in tha n for  
tra de  w ith Western  Europe, and  for  most Commun ist countrie s the re exist  tar iff  
and other imped iments to tra de  with  the Unite d Sta tes  th at  do not apply  to 
Wes tern  E uropean trad e.

On the  Ea ste rn  European side the re is a shor tage  of gold and hard curre ncy,  
the re are  few prod ucts  of int ere st to U.S. buye rs and the  Easte rn Eur ope ans  do 
not  know’ th e design and marke ting  tec hniques chara cte ris tic  of effective selling  in 
the  United States. Comm unist tra din g orga nizations , which contro l all tra de  in 
thes e countries,  are ham pere d by a cumbersom e bur eau cra tic str uc tur e and  a 
prefe rence for  tra de  man aged  on a bil ate ral  basis. These fac tors int erf ere  with 
buying  and  sel ling on str ict ly rat ion al economic grounds .

Not withsta nding these  difficulties and impedim ents, we do c arr y on tra de  with  
the  coun tries  of Ea ste rn Europe. In  1967 tot al tra de  remained at  appr oximat ely 
the same level a s in 1966. Our  1967 exp orts  to thi s are a amounted to $195 million, 
comp ared with $198  million for  1966. Impor ts in 1967 (inc luding tho se from Outer 
Mongol ia) wore $180 million, compared with  $182 million  for all of 1966. Agric ul
tu ra l products, especia lly corn, sorghums, cotton, and hides and skins, make up 
the bulk of o ur exports  to Ea ste rn  Europe,  averagi ng 70%  of the  total, by doll ar 
volume, over the  last  thr ee  years, for which we have complete da ta (19 64 - 
19 66 ). In the  same period  oils, fa ts  and waxes made  up ano ther 11%  of expo rts 
and chemical prod ucts  a bou t 5 %. These  thre e categorie s of expo rts thu s comprise 
85%  of our exports  to Ea ste rn  Eu rope.

Our expo rt da ta cover commod ities only. Not reflected are  Unite d States 
exports  of technical data . Yet such tra de  con stit ute s a significant sha re of ex
por ts to Ea ste rn Europe by U.S. ind ust ria l and  engineer ing firms. Because 
dol lar value s are gene rally  not atta che d to tech nica l da ta appl icat ions  and 
expo rts, techn ical da ta licen sing is repo rted  only on the  basis of the num ber of 
applications .

While the excess of U.S. exports  over imp orts  from Ea ste rn Euro pe has  been 
narrow ing in recent years , wre have  an over-all favorable balan ce in our  East- 
West tra de  accounts . For  the period 1960 to the  prese nt, this  balan ce has  been in 
our  favor by more tha n ha lf a billion dolla rs. Even modest favo rable trade 
balanc es with  Ea ste rn Eur®pe ar e welcome at  a time when we are making 
strenuous effor ts to maximize our  favo rable world-wide tra de  balan ce to offset 
the  United  Sta tes  balan ce of paym ents deficit. Obviously, a larg e favo rabl e 
ann ual tra de  balan ce with  the countries of Eastern Euro pe cann ot be achiev ed 
und er cur ren t conditions a t least as long as they  seek to balance their  in tern a
tion al tra de  bila terally ra th er  tha n mu ltila tera lly.  These coun tries  are  not  likely 
to use more of their ava ilab le har d currency to buy in the United Sta tes  unles s 
they  are  given an opp ortu nity  to earn  dol lars  by selling in the  United  State s. 
As it  is, they dole out the ir limi ted supply of hard currency  to buy those  thin gs 
they  feel  th ey need the most.

Export Control Act
The overall  U.S. tra de  expan sion progr am is seeking to gen era te a gre ate r 

inte res t by American businessmen in all foreig n mar kets , including those of 
Eas tern  Europe . In pur sing thi s progra m of enco uragi ng exports  of peaceful 
commodities and technology to Eas tern  Europe , including the USSR, we are  
mind ful of the  special resp onsi bilit ies of the  De par tme nt of Commerce as the 
adm ini str ato r of the Expor t Control  Act.

The nat ion al secu rity directi ve of the Expor t Control Act provid es for  denia l 
of any auth oriz atio n to exp ort  commodi ties or tech nica l data from the  Unite d 
Sta tes “to an y n atio nl or co mbination of n atio ns thr eaten ing  the nat ion al sec urit y
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of the United States if the President shall determine tha t such export makes a 
significant contribution on the  military or economic potential of such nation or 
nations which would prove detrimental to the national security and welfare of 
the United States.”

In fulfilling this policy directive, the Department  exercises export controls 
toward Communist destinations with selectivity and flexibility as to the destina
tions and the kinds of commodities or technical data to be exported. The strictest 
export control, a general embargo, is maintained toward Communist China, 
North Korea, North Vietnam, and Cuba. Proposed exports to the USSR and 
the Eastern European Communist countries—other than specified non-strategic 
commodities which may be shipped to these destinations under general license— 
are reviewed carefully on a case-by-case basis, and they are approved or denied 
under the policy guideline of the Act to which I referred earlier. Exports  to 
Poland and Rumania, on the basis of negotiations between our Governments, 
are less restricted than are exports to other Easte rn European countries, and 
their  general license commodity li st is larger, Exports to Yugoslavia have been 
treated the same as to fr iendly countries since 1948 when Yugoslavia adopted a 
course independent of the Soviet Union.

In October 1966 your Subcommittee was told th at the Department of Commerce 
had removed the validated license requirement for a number of commodities to 
most East European destinations. Since that time, as a result of our continuing 
review, additiona l items have been added to the General License list. These 
include agricultural products and equipment, passenger cars and parts, and 
some rubber  products. During the same period, af ter further  review, we imposed 
stricter licensing requirements on other commodities. These include for example 
ablative materials, which permit re-entry of space vehicles at  high temp erature ; 
struc tural  sandwich construction mater ials for high heat  resi stan t materia l 
with milita ry aircra ft and missile applications, and isostatic presses for use in 
military nuclea r activities. Most of the items already required validated licenses 
to Eastern Europe. The underlying purpose of the stric ter controls is to require 
prior licensing of the commodity to all destinations  in order to guard against 
unauthorized diversion, and in certain instances, impose special controls over 
U.S. exports of the technical data and the product manufactured abroad with 
these data.

Licensing export transact ions to Eastern European Communist countries 
present policy and technical problems of varying complexity tha t necessitate 
intensive examination to determine the appropriate action in accordance with the 
Export Control Act. Some transactions require prelicensing checks with American 
Embassies abroad: all require technical-strategic analysis. The assembled infor
mation may indicate the need for interdepartmental review, and unresolved 
questions and agency differences may have to be referred to higher governmental 
levels. These activities are time-consuming but in most cases are necessary to 
determine whether the export of a commodity or technical data  should be per
mitted. We try, of course, to process export license applications as quickly as pos
sible, but we cannot neglect and will not neglect national security considerations 
in the inte rest of speedy action.

In the administration of the Export Control Act, complex issues arise tha t 
require difficult decisions. As an example, one difficult category is the piece of 
equipment or technology which the Soviet Union or other Easte rn European 
country is capable of developing independently. Does a denial of the  product force 
such development to our overall detriment or is it useful to deny the product and 
thereby stra in engineering or scientific resources and stretch out availability 
time?

Section 4(a)  of the Export Control Act requires tha t the Commerce Department 
“. . . seek information and advice from the several executive departments and 
independent agencies concerned . . .”, and Commerce does in fact consult with 
the Departments of State, Defense, Interior , Agriculture, and Treasury as well as 
the AEC, NASA, FAA, CIA, OEP, and indeed with any appropriate department or 
agency. Licensing personnel in the Bureau  of Internat ional Commerce operate 
under policies and procedures which have been approved a fter  interagency con
sideration. Any policy changes and the most important license applications— 
which amount to a small percentage of the total case flow—sta rt initially in an 
interdepartm ental committee of senior staff-level officials of these departments 
and agencies, called the Operating Committee. Most frequently their recommenda
tion is unanimous and with few exceptions the final decision is in accordance with 
such recommendation.
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If there is disagreement, a higher committee consisting of assistant secretaries  of the interested  agencies, called the Advisory Committee on Export Policy, endeavors to resolve the conflict. As sometimes happens in these highly sensitive and controversial matters , agreement may not be reached at tha t level. The Export  Control Review Board consisting of the Secretaries of State, Defense, and Commerce, as Chairman, then considers the case. Heads  of other departments and agencies a re invited to participate in cases of concern to them. However, in all situations the function of the other departments and agencies is to provide information and advice. The responsibility for decision res ts with the Commerce Secretary, subject, of course, to the President’s power of review.
Not all cases involving Communist destinations are reviewed in the committee structure, but rather  the most impor tant ones, generally posing new policy problems. However, interagency consultation on export licensing matters is not limited to cases formally placed before the committee structure. Even though in a par ticu lar case policy guidelines have already been given by the ACEP structure, the Office of Expor t Control still consults frequently on an informal basis with other  departments and agencies as appropria te. Such consultations provide technical and intelligence information, st rategic evaluations, and advice.
The decision as to what kind of export is strategic may be made on a commodity basis or a transac tion basis. The Expor t Control Act calls for denial of any request  to export commodities or data  from the United S tates which would make a significant contribution detrimental to the national security and welfare of the United States. Non-strategic commodities such as tobacco products have been removed from validated license control to all Communist countries except Far Easte rn Communist countries and Cuba.
For commodities not so c learly non-strategic, we look at each application to determine whether in tha t transaction  and for tha t parti cula r end use the commodity may be considered to be strategic. Enter ing into this decision are such considerations as (1) Is the commodity designed for, intended for, or could it he applied to a  significant military  use? (2) Does it contain unique or advanced technology that is extractable? (3) Would it promote the military-industr ial base of the country of destination? (4) Would it contribute to the economy of the Communist countries to the detriment of our own security? (5) Are there adequate supplies or good subst itutes  available elsewhere tha t would make any control by us futile? (6 ) Are the quant ities and types of equipment normal for the proposed use? (7 ) Is the equipment an integral par t of a la rger package and therefo re unlikely to be used for other  than the sta ted purpose?
Our East-West trade  policy and our admin istrat ion of the Export Control Act present  an administrat ive area  in which men of good will admittedly  can and sometimes do see things differently. We interpre t the Act to call for denial of export licenses when such denial  is found to be in fur therance of nat ional security and foreign policy objectives, and for approval when those national interests would benefit thereby.

Tie  Battle Act
In addition to its general trad e promotion and to i ts Export  Control Act functions, the Commerce Department  is involved in the East-West trade issue through the Battle Act. The Department cooperates closely with, and provides support, to the State Department in carrying out the Mutual Defense Assistance Control Act of 1951, generally referr ed to as the Battle Act. Pursuan t to this Act the United States and 14 other F ree World nations cooperate in controlling strateg ic trade to Communist dest inations  through the international organization in Pari s known as COCOM. Assistant Secretary of State Solomon dealt extensively with this  Act in his testimony before you earlier.
We also coordinate our controls closely with those of the  Treasury Department, as described by General Counsel Smith of Treasury.

CONCLUSION

I hope I  have been effective in giving this Committee an appreciation of the atti tude  with which the Administration approaches (a)  the East-West  trade  issue and (b) its responsibilities to the Congress and the country under the Expor t Control Act.
Thank you. Madam Chairman.
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Mrs. Kelly. Thank you so much, Secretary McQuade.
You indicate tha t our Government’s general policy aims at increas

ing peaceful trade with Eastern Europe. B ut then, on page 3, you make 
two statements which appear somewhat contradictory.

In  paragraph  1, you say th a t:
There seems to be li ttle value in requiring American business firms to  stand aside and let commercial opportunities go by default  to competitors in other free

world countries.
But  in para graph 3, you indicate that  factors which are normally 

required to b ring  about an expansion o f trade are largely missing in 
the field of East-West trade.

Now, my questions are these:
First ? are American firms required to stand aside and let o thers get 

the business? I f  so, in what respect? And how would you propose to 
remedy that situa tion ? •

Mr. McQuade. Le t us begin with the generalization that most coun
tries of the world have no trade controls with this area and they can 
freelv trade. There is a group  of countries which participate in the 
COdOM arrangement  and they do have a set of controls which are 
coordinated thro ugh  that  arrangement.

With respect to all those goods in those COCOM countries, we 
think we are on a par; COCOM includes most of the industrialized 
countries, so in terms of industrialized goods, I think the fact that most 
countries do not have trade controls is not important, but the United 
States  has a somewhat longer lis t than the COCOM list and, therefore, 
there are occasions when there will be an uncontrolled item available 
from another indus trial country for which the U.S. businessmen must 
get a license; whereas, from, say, F rance or Brit ain  it would not be necessary to get a license.

I have come at  this in a long-winded way in order to  set up the ar
rangement  of three categories of exports. Now, when we know, in con
sidering an application, tha t it would be available to the Easte rn 
European countries to get the same goods from another source without 
any control, we weigh this very heavily in our own judgment as to 
whether allowing this commodity to go to Easte rn Europe from the 
United States  would give strategic assistance to Easte rn Europe.

In most cases we are likely to say that if they can get it elsewhere, «then there is no valid reason for us not to g ran t a license.
There may be some cases—I think the most spectacular ones prob

ably show up in the munitions control, which is under the Department 
of State’s ju risdiction—where even though someone might buy muni- «tions from some other country, we certainly would not want to let 
them go from here. Bu t in the majoritv of the cases where the product 
seems peaceful by other standards anti meets this test, we let it go.

Maybe I have not answered your question satisfactorily, but our 
dilemma on these things is t ryin g to reconcile the  security objective 
with the desire to let a free flow of goods go where tha t is not a t stake.

Airs. Kelly. In your statement, you drew a clear distinction between 
peaceful commodities and military commodities.

Air. AIcQuade. I was tryin g to mention the mi litary only to drama
tize for you tha t in applying the rule, alternative sources would gen
erally be a t rig ger  for us to permit  goods to go, but could not be the
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definitive answer for some commodities. That  seemed like the most 
spectacular example I  could give.

Mrs. Kelly. In  other words, when there are alternate sources of 
supply and the export in question does not involve munitions, you just 
grant the license.

Mr. McQuade. Not automatically, but it is highly probable.
Mrs. Kelly. Ninety percent probable?
Mr. McQuade. Yes.
Mrs. Kelly. Now, my second question is : Considering the deterrents 

to East-W est trade which you mentioned on pages 3 and 4 of your 
statement, is there really any room for a significant expansion of such 
trade? Fur ther , how would you propose to overcome those deterrents? 
Or does the same answer apply to both questions?

Mr. McQuade. No, I think the re are really  two sets of impediments 
to expanded East-W est trade. One set lies within the control of the 
countries in the Eastern European bloc. Some of them are just the 
way they have s truc tured thei r economy. Some of them are just their  
lack of convertible currencies and so forth . They are spelled out here.

The o ther set of impediments is the ones which you find here in the  
United States. Probably the most important of those is that the Eas tern  
European countries are inclined to trade on a bilate ral basis. They 
like to earn  within  the country to which they expor t the currency with  
which they buy the products  o f t ha t country,  and the ir ability to do 
this  in the United States  is hampered because we do not apply the 
most-favored-nation trea tmen t with respect to our tariffs  on goods 
coming from those countries except for Poland and Yugoslavia.

As a result, they have to leap an extra h urdle  in order to ship thei r 
goods to the United States  and sell them to the United  States.

So I  would thin k if you pursued the policy of bridgebuilding to 
its logical conclusion, you would want to  give the most-favored-nation 
treatm ent to  the Ea stern European countries.

Now the bill, with which I am sure you are fami liar, which has 
been introduced in years past, would give the administration per
mission to do this, provided they got  a sat isfactory quid pro quo from 
the country to which such a gra nt would be made.

I think it would be a major  step  forward if we could remove tha t 
part icular impediment,  th at is within  the power of the Un ited States, 
subject to negotia tion, to achieve.

Mrs. Kelly. On page 4 of  your statement you indicate th at agricul
tura l products, fats  and oils, and chemicals account for  85 percent 
of our exports to Ea stern Europe. Would you say th at this  85 percent 
consists of peaceful goods ?

Mr. McQuade. Yes.
Mrs. Kelly. What  goes into the remaining 15 percent of our ex

ports to Western Europe ? What portion of these exports would you 
consider peaceful and what portion is suitable for dual use—either 
for peaceful use or to support a military effort. ?

Mr. McQuade. By definition, I  would say 100 percent of the goods 
tha t go are nonstrategic—peaceful is a  sort of odd term—because by 
definition we have reviewed them and exercised our best judgment  to 
screen out anything which we though t was strategic.

Mrs. Kelly. Thank you, Mr. McQuade. Mr. Frelinghuysen.
Mr. F relinghuysen. Thank you, Madam Chairman.
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Mr . Mc Quade , it  is  a ple asu re to welcome you to  the  subc omm ittee .
1 wou ld lik e to follow up  on Mrs. Kel ly’s q ues tion s with  respec t to 

the guide lines th at  hav e been set up  fo r you.  I t  seems to me there is 
some confus ion . You , yours elf , have  tal ke d about the difficulty  of 
def ining peace ful  goods. I  wou ld th in k th is  defin itio n in  th e Exp or t 
Control Ac t, an d 1 don’t  have t he  l anguage in  front of me, abou t any  
su bs tan tia l volume of  t ra de  w hich would  make  a  s ign ificant co nt rib u
tio n to the  m il itar y o r economic po ten tia l o f a  cou ntr y—I  sh ou ld  t hi nk  
th at def ini tion wou ld be so b road  t ha t it  w ould no t be v ery  he lpfu l.

Don 't so-called pea ceful goods ma ke a  c on tribu tio n to  t he  economic  
po tent ia l of  a country  ?

Mr.  McQ uade. T ha t is one of th e mos t difficul t quest ion s we have, 
tryi ng  t o define that.  I  would  th in k in  lig ht  of th e volu me of  trad e,  
which  is rea lly  a couple hu nd red mi llio n do lla rs each way , th at  it  is 
such a sm all  perce nta ge of  the overa ll to ta l of th e Sovie t economy, 
the Eas te rn  E urop ean economies, th at it  rea lly  wou ld no t ma ke a sig 
nif icant difference, i f yo u look a t i t i n g ross, to th ei r economic poten tia l 
to h urt  us in  securi ty te rms .

Th e r ea lly  di fficult questio ns which  a rise on th at  leve l are pa rt icul ar  
com modities whi ch are  on the fron tier  o r close to th e fron tier  o f t ec h
nology where  th e q ua lity o f goods the y produce, it  m ight  be  a machine 
tool  or some thing  l ike  th at , are  so mu ch in fe rior  to ours th at  ge tting  
th at  piece of  equ ipm ent  fro m us might  speed up  by a ye ar  or  two 
some of th ei r achievem ents . I t cou ld be in  the cat ego ry of  space, or 
some o th er  w ay, to  help  t he ir  economy move f orwa rd .

Mr. F rel inghuy sen . I  notice you did po in t o ut  th ere has been some 
re st ric tin g of  l icensing req uir em ents, in  the  ar ea  o f ab lat ive  m ate ria ls. 
I  do n’t kn ow wh at “ ablat ive ” is. I  th ou gh t i t h ad  som eth ing  to  do w ith  
gram ma r.

Mr. McQ uade. Don’t push me too  ha rd  on my techno log ica l kno wl
edge, b ut  the p rin cip le is  clear.

Air. F rel inghuy sen . Th is  res tri cti on  a pp aren tly  is to slow down the 
mater ia l which  can be used  fo r dev elo pin g techno logy of  a mili tary  
chara cte r, I  gathe r f rom  reading  yo ur  list  of items on the  top o f page  7.

Mr. McQuade. Th is is a phenom enon which happens. As  we move 
ahead  in  the are a of science and tech nology , new th ings  are  cre ated 
which do n’t ha pp en  to be on our  his toric al list.  The  job  we h ave  is, fi rst, 
to pu t the m on our own co ntro l lis t so th at  we can con tro l the m as they 
leave  th e Uni ted St ates : and second , as th is techno logy wends its way 
into the ha nd s of the  o ther  indu str ia liz ed  nat ion s of  the  W est, we try  
to persu ade the COCOM organiza tio n in Pa ris to  add the m to that  
list .

Mr. F relinghuy sen . Do  you have  a more complete  l ist  of  the  items 
you hav e ad ded, o f th e k ind you ju st  de scribed ? Is  th is an  inclusiv e list  
you hav e ju st  mentioned here? Also, what item s have you  recent ly 
tak en  off? You in fe r there have been  ad dit ion al item s added to  the  
gen era l license list.  In  othe r words, the re is no ind ivi du al license 
req uir em ent fo r some item s.

Mr. McQuade. Ye s; we will be able  to supp ly you  a lis t of  the  
th ings  we have add ed,  whi ch is publi she d, by the  way. B ut  the po int  
you are  sugg estin g is an im po rta nt  one. We  hav e to  revi ew th is  lis t 
at all t imes because o f the  way the world goes------
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Mr. Freunghuysen. I f you will give us an indication as to what 
changes you are making in both t ightening and lessening your restric
tions, i t would be helpful . Is this a comprehensive l ist ?

Mr. McQuade. No; we will give you one.
(The information requested follows:)

Commodities P laced Under General License to Eastern Europe and th e 
US SR  Since  October 1966

Number of 
commodity 
control  lis t

Descrip tion entries
Agricultural seeds, except inbreds------------------------------------------------- 6
Hides and skins________________________________________________  11
Peanuts and rosins_____________________________________________ 3
Passenger cars and parts________________________________________  12
Miscellaneous drugs_____________________________________________ 4
Man-made fibers and yarns______________________________________  3
Soybeans and oilseed cake_______________________________________  2
Hand tools____________________________________________________ 3
Rubber products_______________________________________________  7
Agricultural products (e.g., cheese, cereal, malt, macaroni, flour, tobacco,

cedar lumber, cotton, fertilizer, and vegetable oi ls) --------------------------  29
Industr ial items (e.g., t extile cutting machines, mineral mixing equipment, 

jacks, wood preparation  equipment, and general purpose electronic 
items ______________________________________________________  10

Total ___________________________________________________  90

Commodities for W hic h  Stricter Lice nsing  R equirem ents  H ave Been 
I mposed Since October 1966

a. th e validated export lice nse  requirement was extended to include  free 
WORI.D CO UNTRIES  FOR THE FOL LOWING CO MM ODITIES,  AN D A FEW OF TH EM  NOT  
UN DE R CONTROL TO E ASTE RN  EUROPE WERE PLACED UN DE R SU C H  CONTROL. THE UN DE R
LY IN G PURPOSE OF T H IS  STRICTER CONTROL IS  TO RE QU IRE  PRIOR LI CE NSI NG  OF TH E  
COM MODITY TO ALL DES TI NA TI ONS  IN  ORDER TO GUARD UN AU TH OR IZED  DIV ERSIO N, AND  
IN  CERTA IN IN ST ANCES,  IM PO SE  SPEC IAL CONTROLS OVER U .S . EXPORT S OF TH E  
TE CH NI CA L DATA  AN D THE PRODUCT MA NU FA CT UR ED  ABROAD W IT H THESE  DATA

Number of  
commodity  
control  li st

Descrip tion entrie s
Ablative mater ials_____________________________________________
Structural sandwich construct ion__________________________________
Polyimide-polyamide resins and products___________________________
Hot and cold isostatic presses____________________________________
Organic boranes________________________________________________
Electronic control equipment_____________________________________
Nickel and nickel alloy items_____________________________________
Products containing boron_______________________________________
Products containing lasers and masers____________________________
Polymers and products thereof___________________________________
Absorbers of electromagnetic waves_______________________________
Instruments and appa ratus  for integrated circui ts____________________
Miscellaneous metals and manufactures____________________________
Miscellaneous electronic equipment________________________________
Arc plasma devices______________________________________________
Miscellaneous scientific equipment_________________________________
Miscellaneous equipment and material ---------------------------------------------

T o ta l___________________________________________________  77
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B. THE  VALIDATED EXPORT LICENSE REQUIREMENT FOR THE FOLLOWING COMMODITIES 
WAS EXTENDED TO EASTERN EUROPEAN DESTINATIONS ONLY

Cable base stock__________________________________________________  2Polymers and products  thereof______________________________________ 2Miscellaneous metals and  manufactures______________________________  1
Tota ls ____________________________________________________  5

Mr. Frelinghuysen. In  addition, I  am not quite sure who makes the decision. The primary responsibility  is on the Department of Com
merce, but with  the advice of other interested agencies ?

Mr. McQuade. Tha t is correct.
Mr. F relinghuysen. The basic decision is not made by the interdepartm enta l committee ?
Mr. McQuade. No.
Mr. F relinghuysen. You refer also to the  operating committee and the so-called Advisory Committee on Exp ort  Policy and the Export 

Control Review Board. This is in cases where there is a f ailu re to decide or a disagreement ?
Mr. McQuade. The chain of command would be the President, the Secretary o f Commerce, me, Mr. Fox and Mr. Meyer, in tha t sequence. 

We have the power of decision. In making th at decision, we take into account the advice of the other  agencies.
Mr. Frelinghuysen. But tha t is a family tha t never gets together, as a practical m atter, i f you include the President.
Mr. McQuade. I  mean if  at Mr. Meyer’s level he is unable to decide.Mr. Frelinghuysen. What does Mr. Meyer do ?
Mr. McQuade. He is in charge of the Oiffice of Export Control. If  it 

is unable to resolve the question, or if it is the kind of question t ha t we 
should not make a decision on without the advice of other agencies, under the formal procedure the m atter  would move up into a so-called operat ing committee headed by Mr. Thau right here. They will review it at the senior staff level with the other agencies.

Mr. F relinghuysen. The opera ting committee is chaired by someone in the Department of Commerce, but has representation from other interested areas?
Air. McQuade. Yes, sir. The ir recommendation will be handed to me and I will either adopt it or, if I am still concerned, I  will call the 

assistan t secretaries for the same agencies and we will have a meeting. If  we are at odds, I have the  technical author ity to decide, but I  would push it  up to  the secretarial level and any thing which might go to that level, if they fai l to agree, might  go to the President.
This is the technical chain of command. Those are the levels that might  consider a very difficult case. The chances are tha t I  will be the last person who will decide in almost every case, but there are the rare  cases where things would go up higher.
Mr. Frelinghuysen. You mention the COCOM list. The impression is general that the other member countries are re luctant to add much 

to the COCOM list. Is it fact, the pressure general ly is to take items off, with us in some cases try ing  to urge tha t the list be broadened ?
Is t hat  correct? Is the fee ling th at the lis t is too broad? In  addition 

do we as a general policy tr y to coordinate and get some common ap
proach, but  fail  because of the feeling tha t we are too restrictive  in our views?
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Mr. McQuade. I  think that describes the general atmosphere; th at  
we are generally more conservative in this area than the rest of the 
industrialized countries. We generally like to make some addition  as 
well as deletions. The net list might  be the same length, but we want 
the new technology items to go on and as the lowest order of tech
nology becomes generally known, we become less concerned with it. We 
would like to update  the list.

Mr. F relinghuysen. I should th ink  th at the other countries would 
be just  as concerned about the application for mili tary  purposes of 
new technology, and perhaps more so. Why is the re this  lack of sen
sitivity?

Mr. McQuade. I  thin k in order to answer tha t, I have to be pa rt 
psychologist, but  i t is my judgment tha t the ir estimate of the threat  
which they and the rest of the Western  W orld might face from the 
Soviet Union and Eastern European countries is by  and large less 
than  ours.

I would say, therefore, they are less concerned with upgrading the 
total ity of capabi lity of the Eas tern  European countries. There is 
some element of commercial competitiveness, I  think, in some of these 
areas. It  is a mat ter of judgment. We, as I  say, have tended to be more 
conservative than others.

Mr. F relinghuysen. You ta lk about technical data  from this coun
try  const ituting a significant share of the trade. Of course, as  you 
say, it is  impossible to pu t a numerical value on such data, b ut I  sup
pose this is one way a country acquires know-how.

Does this  constitute much of a problem for you? Do you worry 
whether technical data  represents significant leakage of inform ation ?

Mr. McQuade. I t is certainly  one o f the  most difficult areas to be 
sure you are  effective in your trade controls. The test is i f it is pub
lished data,  then it  goes under a general license because we figure if 
it is published, they can go to the libra ry and get a copy just like you 
and I  could, and it  is fu tile to tr y to control that .

On the  unpublished data  which we worry  about and grant licenses 
for and to the extent tha t we are dealing wi th sophist icated companies, 
sophisticated people who understand and work with our regulations, 
we think it  probably is pretty effective.

I would thin k most of the big companies which are in the inter
nationa l trade business and have high technology in the ir product 
line are familiar  with our controls, so I  thin k we are  quite effective 
in th at area. B ut there are people who are no t f amil iar with our con
trols  who might  be unaware and might in all innocence send technology 
overseas without appreciating the  problem they cause.

Mr. Frelinghuysen'. Thank you.
Mrs. Kelly. Mr. McQuade, I would like to pursue the question tha t 

Mr. Frelinghuysen addressed himself to.
Do the technical exports involve paten ts and copyrights , and so 

forth?
Mr. McQuade. Well, if something is pa tented,  of course, then it is 

published. Once i t is published, then, of course, we operate  under the 
theory that it is generally available and that  becomes subject  to  gen
eral license which, as you unde rstand, I  know, Mrs. Kelly, means th at  
you do not need any permission to send it.
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Mrs. K elly. I s the American exporter afforded any protection in 
the country to which he exports? Are there  any regulations in those 
countries or agreements which pro tect the patent,  copyright and o ther 
right s of our people ?

Mr. McQuade. I  am not the world’s greates t expert on paten t law. 
Perhaps Mr. Fox will answer this  question.
STATEMENT OF LAWRENCE FOX, DIRECTOR, BUREAU OF INTE R

NATIONAL COMMERCE, DEPARTMENT OF AGRICULTURE

Mr. Fox. If  the paten t is published, it is available in the Patent  
Office of the United States and  in any country in which it is published. 
Therefore, the paten t document itself is published data and is a vail
able for export under the general license.

However, the underlying data  which might be in considerably 
greater detail might require license. It  certainly would require a 
license if it were a direct shipment to the Eastern European bloc. In 
most instances, it would not require a license for shipment to the 
Western  countries.

Mrs. Kelly. Do the Eas tern European countries offer any protection 
to American exporters  of industrial technology; tha t is my question.

Mr. Fox. There were two questions. Fi rst , I wanted to elaborate on 
Mr. McQuade’s comment on the paten t being available under general 
license, but the underlying data being subject, to license.

With  respect to protection of these patents, it varies country by 
country. My general belief is tha t a high degree of paten t protection 
has been accorded by several of the Eastern European countries to 
prope rty rights  by nationals in Western countries.

Mr. McQuade. Many of them have joined the Internatio nal Con
vention. I  ga ther  from talking to some people in the Pa ten t Office tha t 
in the Soviet Union today it is now considered a worthwhile thin g to 
get a paten t because they seem to abide by this system of  protection  
better than they used to.

Mrs. Kelly. One further  question before I yield to Mr. Derwinski.
Have you ever had any disputes over the issuance of a license which 

had to be referred  to the President and in which he changed the lower- level decision?
Mr. McQuade. Where he has changed his decision ?
Mrs. Kelly. A decision made at lower levels of the Government. 

Has any case of this type ever gone that  high ?
Mr. McQuade. There is in my memory one case. I  am not sure just 

what my proprieties  are about telling about it.
Mrs. Kelly. That is all right . I simply wondered if there had been a case like that.
Mr. Frelinohuysen. I was just reading the Declaration of Policy in 

the Exp ort Control Act which raises a question in my mind about 
something which I heard recently. The statement is :

“It  is the policy of the United  States to use export controls to the 
extent necessary (a) to protect the domestic economy from the excessive drain  of scarce material.”

Someone reported tha t we have exported recently to Yugoslavia 
substantial amounts of copper scrap. Is that  true,  and i f it is true, why 
would it not fall under this kind of statement? Could you give us 
some details about that transact ion ?

Air. McQuade. It  is true t hat  this scrap was shipped to Yugoslavia.
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It  is also true tha t we have this  authority  which we exercise to use 
the Expor t Control Act to preserve scarce materials.

Mr. F relinghuysen. What surprises me is that  surely copper would 
fall in the category of scarce supplies when we are spending over $3 
million a day to import  copper.

Mr. McQuade. The point is that the s trike shut down 85 or 90 per
cent, maybe even more, of  the fabricating capacity  of the U.S . indus
try. There is a grea ter supply  of scrap available than we can convert 
from scrap into usable copper,  because the plants which would do th at 
conversion are on strike and they can only absorb some part  of the 
available copper scrap in the country.

So by le tting this  scrap go out of the country, we do no t reduce the 
net amount of  copper which can be made available for use in the  ord i
nary  economy.

Have I  made it too complicated ?
Mr. Frelinghuysen. It  is not complicated bu t i t shocks me. What 

you are saying is tha t it is necessary for us to buy the pure copper 
overseas and it does not make any difference i f we sell them scrap to 
provide us with pure copper because there is a strike going on which 
prevents us from melting  down the scrap and providing pure copper, 
ourselves.

Mr. McQuade. That is righ t. If  we can’t smelt it, it stays in the 
pot. I have spent the last 3 days in this mediation effort.

Mr. F relinghuysen. I still  don’t see why you don’t invoke the emer
gency provisions and end it.

Mr. McQuade. We hope to  come up with a settlement soon.
Mrs. K elly. Mr. Derwinski ?
Mr. Derwinski. To remain on the subject of copper scrap for a 

moment, do I  understand  if we were not handicapped by the copper 
strike  tha t this export  of copper scrap to Yugoslavia might not have 
been permitted ?

Mr. McQuade. If  there were a shortage of copper in the country 
and the scrap could usefully be used, we very probably would be using 
the Export Control Act to limi t the amount of copper scrap and other 
forms of copper which could go ou t of  the United States. We rarely 
get the limitation to zero.

Therefore , it is possible, if it came within the exportable  quota, i t 
could go.

Mr. Derwinski. I do not happen to agree with your position, but 
you spell out very clearly that exports to Yugoslavia are treated  the 
same as to friend ly countries.

Again on this  question of copper scrap, under present copper  strike 
complications and under  the present policies that you follow in export 
control, would you have au thorized the export of this  copper scrap to, 
let us say, Czechoslovakia ?

Mr. McQuade. We might well have ; yes.
Mr. Derwinski. To the Soviet Union ?
Mr. McQuade. My counsel, or adviser, tells me Yugoslavia would 

be the only place for  a short supply item which we would authorize.
Mr. Derwinski. The reason I raise this point  is because on page 6 

of your prepared statement you break down the Communist countries 
into three categories : the general embargo against Red China and 
North  Korea, North Vietnam, and Cuba; the U.S.S.R. and Eastern 
European countries in which I assume you include Outer Mongolia; 
and Yugoslavia, which you do not consider Communist.
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Th ere fore,  I wa nt to be sure I  unde rst and. Und er  presen t cir cum
stan ces  or  prese nt policies, you would  n ot  h ave au tho riz ed  the expo rt 
licenses fo r t hi s cop per  scra p to any  cou nt ry  except Yugoslavia .

Mr. McQuade. Th at  is correct.
Mr.  Der wi nski . A t the mom ent, you  sti ll cla ssi fy Ru man ia  in the  

catego ry “ less f rie nd ly  th an  Y ugoslav ia.”
Mr.  McQuade. W e wou ld cla ssi fy the m in  the  ca teg ory  which  has  

the  to ug he r tr ea tm en t; yes.
Mr.  D er wi nski . On  th is  da ily  r ep or t o f e xp or t licenses  I  have some

tim es been in tri gu ed  by t he  “no va lue ” cat egory  giv en tec hn ica l da ta.  
Now, no value merely mea ns wh at—th at th er e was no t a purch ase  
price i nvo lved ? W hy  can’t a  pu rch ase  pri ce  be liste d ?

Mr. McQuade. I t is tru e th at wh ere  t he  t rans ac tio n take s th e form 
of a dir ec t sale  f or  a  fixed  p rice, it  would be possible to pu t a va lue  in. 
Bu t t he re are  also t ransac tio ns  in  which t he  a rra ng em en t is t h a t : “you  
wil l pay us some percen tage of  y ou r to ta l sales of the pr od uc t which  
are  made,” a nd  the re  are  a lot  of v ar iant s of  tha t.

In  othe r words , the pr ice  pa id wou ld inc lud e th ings  which  cannot 
be foreseen  a t the tim e ap pl icati on  is mad e or  might  inc lud e some 
othe r concession which is un rel ate d, such as : “You will ma ke us your  
di str ibut or  in such-and- such a marke t fo r your  prod uc t.”

I t  is the difficulty in ma ny of  the cases of  ge tti ng  a fixed  numb er 
which has led  us to mak e one general  rule whi ch is t hat  we do not ask 
fo r th e gi ving  of  a value in ap pli ca tio ns  fo r tra ns ac tio n con trol s. I 
th in k the  com pan ies  wou ld be un ha pp y to  have th at  v alu e pub lish ed.  
I f  the y were forced  to iden tif y a va lue  or give  a value, they  feel  it  
hu rt s the m co mpeti tively  n ot  only  in t he  m arke t we a re ta lk in g abo ut, 
bu t in  othe r mark ets .

Mr . Der winsk i. I n  oth er words , in  th is  da ily  repo rt  wh ich  we re 
ceive, t he  to ta l do lla r valu e does n ot  bea r a ny  exac t rel at ions hip to the  
purca se price o r sales  pric e involved.

Mr. McQuade. In  the case of com moditi es where we requ ire  th at  
they  give  us th e valu e, then  it  obvious ly is th at  price. In  the case of 
techno logy, we  do no t ask th em to  give  us a value.

I  tri ed  to  indic ate  the reasons wh y we fe lt it  wou ld opera te in 
equit ab ly or  g ive  us numbers  which might  be of  some do ub tfu l value.

Now it is possible th at  we could, mayb e i t wou ld be wise, a sk them  to 
pu t a do lla r va lue  on, bu t at  the moment we have no t come to  th at  
conclusion .

Mr. Der winsk i. Are all ex po rt licenses lis ted  eventua lly  in eit he r 
the daily o r the q ua rte rly  repo rt ?

Mr. McQuade. All v ali da ted  lic enses ; yes.
Mr. Der winsk i. All  ?
Mr.  McQuade. 100 pe rcen t; yes.
Mr.  Der winsk i. Pi ck ing up  the  po int  th at  Mrs.  Ke lly  and Mr. 

Fr eli ng hu ysen  have both raised  as to the  final de ter mi na tio n, do I 
un de rst an d ac tual ly  th at  it is the  Commerce De pa rtm en t th at makes 
the  decis ion : th e othe r agen cies  and  de pa rtm en ts you deal with  are  
purel y consulta nts  ?

Mr. M cQuade. Tha t is correct .
Mr. Derwinski . T o what degree does th ei r consult ation  tak e the  

form of pre ssu re or  a more u rg en t p lea fo r you to w ith ho ld a l icense ?
Mr. McQuade. I t can be ut te rly  decisive. In  pra ctice , we real ly ex-
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pect to get a total  consensus before we act at any given level. The 
advice which we get from the Pentagon to the effect th at delivery of 
this would add to the mili tary  capability of the air  defense system of 
Eastern  Europe, or something, would be decisive. Nobody else would 
want to ship the commodity after that.

On the other hand, there may be a difficult question where the stra
tegic question and foreign policy considerations might  go in different 
directions, and those are the tough cases.

Mr. Derwinski. Mr. Secretary, now, you emphasized in your open
ing remarks, and I quote, “The United  States is encouraging the nor
mal and traditional  practice of peaceful trade.”

Late r on, you point out that there is a complication facing U.S. 
firms in dealing with Communist trade organizations. You also men
tion the fact th at  Communists a ttempt to work out agreements within 
the ir ability to  acquire currency here.

That does not str ike me as being normal and t radi tional trade , espe
cially when they obviously have so few commodities that  have a n at
ural ent ry to our markets.

Mr. McQuade. I thin k you have an important  point. In my use of 
the term, I meant tha t unless there is a strong nationa l policy reason 
for us interfe ring to impede trade, we would like to let the American 
businessman trade as f ree from governmental intervention as he can 
on a worldwide basis.

The fact tha t we have promotion programs which are designed to  
urge him to do that is wha t I  meant at the beginning when I  said we 
intend to encourage them. I t is one answer to  the balance of payments.

Mr. Derwinski. There  is a figure here tha t intrigues  me. You did 
make, I  consider, an honest reference, accurate reference, to the poli
cies of the Communist countries to  balance their exports and imports 
for purposes of hard currency.

Mr. McQuade. Yes.
Mr. Derwinski. The statistics you provide us point out tha t our 

exports and imports  are about on balance with them. We have a net 
balance of about $15 million to $18 million in our favor in the last 2 
years. This strikes me, then, as being something less than accidental, 
tha t they have deliberately  limited purchases from us to match the 
exports they have been making to us.

The next question t ha t raises in my mind is to what extent would 
you be interested in pressuring U.S. importers to  purchase some com
modities behind the Iron  Curta in so tha t they could earn dollars to p ur
chase items which you wish to make available to them by your licens
ing?

Mr. McQuade. These days we don’t put much pressure on U.S. 
people to import things.

Air. Derwinski. Before these days. Let us say before last fa ll.
Air. AIcQuade. The answer is tha t we do not use any such pressure. 

I don’t see that  we ever would be involved in tha t sort  of activi tv.
Air. Derwinski. One last item, Madam Chairman.
The question again as to the listing of export licenses. To what degree 

other than for dollar value and technical data  is there reason to keep 
details confidential ?

S9-577—6S----- 13
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Mr. McQuade. The heart of the question. I think,  is tha t when tlie 
American businessman engages in his normal trade in commerce, he 
considers his business information to be his own private proper ty. He 
doesn't want his competitors to see that.

I think we are tryin g to apply that, principle. When we intercede 
with governmental regulations, we think we ought not to disclose their  
own business confidential data  to the world and to their competitors.
I think this was given such recognition by the Congress in passing the 
act in section 6(c) where it provides that  “None of the agencies or 
departments  exercising functions under this act shall publish or dis
close information obtained hereunder which is deemed confidential or *
with reference to which a request for confidential treatm ent is made by 
the person furnishing such information.”

Mr. D erwinski. May I inte rrup t at tha t point? Does your export 
license application contain language whereby the applicant  may then *
designate that he wishes the informat ion to be confidential ?

Mr. McQuade. The top of the application has this cap tion: “Con
fidential. Information furnished herewith is deemed confidential and 
will not be published or  disclosed except in accordance with provision 
6(c) of the Export Control Act of 1949.”

There is the end of tha t provision which I did not read to you.
“unless the head of the department or agency determines that  the with
holding thereof is contrary to the national interest.”

So if  you put those two together, when they apply they are entitled 
to expect th at none of this data  will be released unless the Secretary 
of Commerce decides it would be in the national interest to do so.

Mr. Derwinski. But isn’t it correct tha t the Department withholds 
inform ation even though the appl icant  does not request tha t this be 
treated as confidential ?

Mr. McQuade. He knows by filling in this form, by reading this, 
tha t it will be confidential, and by long history. You are correct in the 
sense tha t we have prejudged his desire by p rint ing in this promise.

Mr. Derwinski. In other words, you are presuming on his behalf 
tha t this information must be confidential.

Mr. Fox. May I comment, Mr. McQuade ?
In a private transaction between company A and company B, where 

one is located in the United States  and one is located abroad. I see no 
reason why an American firm would want to give out tha t kind of 
private business information gratuitously. Therefore, I think the pre
sumption following the words on the form of the application  are that 
the firms p refer to keep the information as limited as the regulations 
of the Department permit.

Mr. Derwinski. My questions are directed to section 6(c) . As I 
unders tand it, the Congress did n ot tell the Department tha t this in
formation must be considered confidential. I am questioning now your 
interpretation  of the inten t of Congress and your administration  of 
tha t law.

As I  understand it, the law states tha t if these items are to be con
sidered confidential, tha t the applicant must, in a posi tive way, indi-
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cate so. If  I understood you correct ly, sir , you presume lie wants it to be confidential.
Mr. McQuade. There  are two tests under the law. One of them is what you re ferred to. The second is simply information obtained hereunder which is deemed confidential.
As I  read this section, the authority to “deem"’—that is not a verb I use very often—the auth ority to deem lies with the Depar tment  of Commerce. We have ample evidence, with the candor with which such businessmen deal with us, tha t they rely on us not to disclose their  business secrets. It  is in that spi rit tha t we thin k we are dead righ t in determining tha t the businessman who makes such an applicat ion expects and would want it to be confidential.
Mr. Derwinski. I  presume you would have no objection to making some of this information available to the committee in executive session with the understanding tha t it would not be a m atter of publication.Mr. McQuade. I believe tha t is right . My lawyer tells me at the request of the chai rman of the  committee we will make it available on a confidential basis to the  committee.
Mr. Derwinski. Tha nk you, Madam Chairman.
Mrs. Kelly. Are you going to request such information, Mr. Derwinski ?
Mr. Derwinski. After  I consult with you.
Mrs. K elly. Mr. McQuade, the  Batt le Act and Foreign Assistance Act refer  to petroleum in conjunction with prohibitions on the export of strategic commodities. Yet the Department of Commerce licenses for export to Easte rn Europe various types  of highly developed equipment used in the  production of petroleum and petroleum products.Can you tell me why you do this ? I f you are supposed to restric t the export of petroleum, why do you license exports of refinery equipment to Easte rn Europe ?
Mr. McQuade. I  t hink the kind of products which you are ta lking about are the very ones which Mr. Frclinghuysen and I were talking about earlier. They are the difficult cases for us.
What we do is to take the part icular commodity, try  to examine it in the ligh t of the series of questions which I read to you on pages 9 and 10, and in the light of tha t review we try  to determine whether it is approp riate  to allow this particular commodity to go.If  they can get comparable equipment from another free world country, or if they produce equipment of roughly the same comparability, to give one example, we would permit the American entrepreneur to sell it. Beyond tha t, the question is i f it is something which would be applied to a significant military  use.
It  is, in general, true  tha t we are  unlikely to be able to affect the  petroleum in such a significant scale in Eastern Europe  and the Soviet Union tha t we could, by holding back on some of these techniques, significantly affect th eir  total output or tha t percentage of it which would be used for mili tary  purposes. These are difficult cases. We turn them down as well as permit some.
Mrs. Kelly. I t is certain ly evident tha t as time goes on, Easte rn Euro pe is going to need much more liquid fuel. The question is, there-
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fore : Shall we help them produce thei r own fuel? Shall we export 
petroleum to  tha t area ? Or should we let them become more dependent 
on Soviet sources of supply ? Which course serves our national interest?

Mr. McQuade. We do not leap to the idea tha t we should sell things 
which are on the frontiers of technology. Those are tough cases, as I 
have said.

Mr. F relinghuysen. Why should we have any compunctions about 
selling oil itself as a commodity if we are willing to sell certain 
technology? Would it not be just as well to keep our hand in as a 
suppl ier of oil to Eastern Europe instead of having them depend on, <
say, the Soviet Union? In other words, just the reverse. Maybe we 
ure being too negative about oil.

Mr. McQuade. The only thing tha t confuses me, to be frank, is tha t 
I don't see why we should not bother to sell it. ,

Mr. Frelinghuysen. 1 don't really know tha t I understand it, 
myself. I have less reason to admit this  than you.

Mr. McQuade. My curiosity, expressing my own ignorance, is that 
I did not realize there  was prohibition on such sales except the unwil l
ingness of the buyer. Certainly not under our controls. I s there under 
some other set of controls ?

Mrs. Kelly. Both the Battle Act and the Foreign Assistance Act, as 
I understand it, refer to petroleum.

Mr. McQuade. I  think  they are net  exporters, anyway. I  am not sure 
you could make it in commercial terms.

Mrs. Kelly. Who is a net exporter ?
Mr. McQuade. The Soviet bloc. There may be an inconsistency here,

1 agree.
Mrs. K elly. It  is true tha t it might be bet ter from the standpoint 

of our na tional interest to sell them petroleum, and have them come to 
depend on us, ra ther than le t them have the production equipment.

Mr. Fox, do you want to comment ?
Mr. Fox. 1 don't  think the control is homogeneous. I think  the 

world supply and demand is such tha t the United States is not the 
sole exporter  of petroleum. The net export areas are in the Middle 
Eas t, Venezuela, the U.S.S.R., and Rumania. I don't feel we have 
much of a handle on the situation  at all.

Mrs. Kelly. I remember back some years ago we ran into a problem 
with Soviet oil in Italy.  About the same time, we put an embargo 
on the export  of large-diameter  pipe to the Soviet Union.

Mr. Fox. Given an emergency s ituation  like that , there would be „
some value to be exercised in these controls.

Mrs. K elly. Do you want to pursue this issue, Mr. Frelinghuysen?
Mr. Frelinghuysen. The  Batt le Act language says, in describing 

the declaration of po licy:
It  is the policy of the United States to apply an embargo on the shipment of arms, ammunition and implements of war, atomic energy materia ls, petroleum, transporta tion materials for strategic value and items of primary strategic  significance used in the production of arms, ammunition, and implements of war to any nation or combination of nations threatening the security of the United States.
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In  other words, it lumps it ns one of the strategic items that  we 
should concern ourselves with.

Mrs. Kelly. I unders tand tha t this listing has not been removed 
from the law. Isn't  that  correct ?

Mr. McQuade. If  it is p art  of  the law, as I  understand from your 
reading, then obviously i t has not been removed. Our holdback being 
a significant factor  is very close to nil. They would not buy oil from 
the United States, which is far more expensive.

Mr. Frelixghuysex. I would not argue the case, but it seems odd 
tha t petroleum is on the list when we can sell them th© technology 
which allows them to produce the petroleum that they need.

Mr. McQuade. I  think you are right. If  I read the temper of the 
chairman correctly, she is not suggesting that the conclusion to draw is 
tha t, therefore, you should not sell those pieces of producing equip
ment------

Mrs. Kelly. To me it seems contradictory. On the one hand, the law 
says tha t we should not export petroleum to eastern Europe  even 
though we know they will get it  from the Middle Ea st less expensively. 
On the other hand, we sell them petroleum plants.  I  can’t see the logic 
of selling a modern petroleum plant,  as we did to Rumania, while we 
are supposedly try ing  to deny them petroleum. We have done it. I can't 
see doing that.  I  don't know how far similar situations apply to other 
items.

Mr. McQuade. You give me some useful food for thought. I didn't 
know about this inconsistency.

Mr. F relixghuysex’. F or the sake of the record, I would like to say 
tha t section 620 of the Foreign Assistance Act, in refer ring to the 
prohibitions against  assistance to Cuba, lists, among other items that 
cannot be transported,  the  same list basically—arms, ammunition, and 
implements of war, atomic energy materials, petroleum, transporta
tion materials  of strateg ic value or items of primary strategic sig
nificance used in the production  of arms, ammunit ion, and implements 
of war.

In  other words, petroleum seems, for one reason or another, to oc
cupy a high place in the list of strategic items.

Mr. McQuade. I might say in Cuba it makes a big difference because 
they are an island economy badly in need of oil.

Mr. Frelixghuysex. 1 am interested in the New York Times item 
about the possible resumption of trade  with Cuba. Did you happen to 
see tha t item ?

Mr. McQuade. I did not read the item.
Mr. Frelixgiiuysex. There might be a revival of trade with  Cuba if 

she met certain  conditions. Those conditions were, I  think,  that she 
must sever all military ties with countries such as the Soviet I  nion 
and Communist China and stop her efforts to subvert other countries 
in this Hemisphere.

Mr. McQuade. I  am in the safe position of not being informed.
Mr. F relixghuysex’. It  is hard to know in this case, with respect 

to Cuba, what would be considered nonstra tegic items if we should 
be considering resumption of trade.

Mr. McQuade. Th at is right. You would have an interes ting ques
tion. But if you are waging economic w arfare agains t Cuba, one of 
the useful things to deny them would be petroleum products as dis-
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tinguished from doing it against Eastern European countries tha t have large productions  themselves.
Mr. Frelingiiuysen. If  you go about reviving trade with Cuba, would you be engaging in economic warfare with them ?Mr. McQuade. I  thin k this could be turned around.
Mr. F relinghuysen. Could this  be done without legislative action by Congress in view of  what I thought were firm prohibitions or restrictions on such trade?
Mr. McQuade. I believe this is an administrat ive determination.Mr. Frelinghttysen. Do you mean that you could resume trade with Cuba if the requirements-----
Mr. McQuade. I  believe it lies within the author ity of the administration to make tha t determination, tha t when we had our difficulties with Cuba, that  the acts we took were taken under the autho rity which we already have from the Congress and we could then act to remove it.
Mrs. Kelly. That is not my understanding. I thought that  last year Cuba was the one country tha t was clearly earmarked in law for no trade. In  fact, as I recall, we went so far  as to question whether it would be permissible to ship medical supplies through the United Nations, to  which we gave contributions. Tha t is how far the debate in the House went.
Mr. McQuade. This is a correct statement of the policy which we now follow today. I thought the question was, do we have the legal authority under our  act to remove Cuba from the limitation  which you have just described, and we do. As you know, there is a sort of tangled group of acts, all of which have thrown into them one prohibition  or another, and some of them may, indeed, have as a matte r of statu tory law, instead of administrative determination, this rule.Mrs. Kelly. Will you submit to us proof of the position you have just outlined? I question it because I  thought tha t the one tight provision in the law we had was the one rela ting  to Cuba.
Mr. McQuade. We will give you a statement for the record on that.(The statement refer red to follows:)
Effe ct ive Octob er  20. 1960, th e  U.S . D ep ar tm en t of  Co mm erc e im po sed an  em ba rg o on v ir tu a ll y  a ll ex port s of  U .S. co mmod iti es  to  Cuba.
Th e em ba rg o on all  tr ad e  w ith Cub a w as  an no un ce d by P re si den t Ken ne dy  on F ebru ary  3 ,19 62 . unde r P ro cl am at io n 3447 (3  C FR  157. 1959-1963 Co mp.). Th e Pre am bl e to  th is  P ro cl am at io n re fe rs  to  Se cti on  620(a ) of th e For ei gn  A ss is tan ce  Ac t of  1961 (P .L . 87 -1 95 ; 75 S ta t.  44 5: 22 TJ.S.C. 2370) which  pr ov ides  in pa rt  th a t :  “* * * th e P re si den t is  aut hor iz ed  to  es ta bl is h an d m ai nta in  a to ta l em ba rg o up on  al l tr ad e  be tw ee n th e Uni ted S ta te s an d Cub a.” [u nd er sc or in g su pp lie d)  By “a u th ori z in g” ra th e r th an  “d ir ec ting” th e Pre si den t.  Co ng ress  cl ea rly  w ishe d to  leav e co mplete dis cr et io n in th e ex ec ut ive as  to  w het her  or no t to im po se  su ch  an  em ba rg o an d as to  it s dura tion.  Tt shou ld  be no ted  th a t in th e sa m e sect ion w he re  Con gr es s wish ed  to  pr oh ib it th e P re si den t fro m fu r ni sh in g an y ass is ta nce  to  th e  pre se n t go ve rn m en t of Cu ba it di d so by  us in g cl ea rly m an dato ry  lang ua ge . A revi ew  of  th e legi sl at iv e h is to ry  of  S. 1983 which  was  la te r en ac te d as  Public La w 87-195 . do es  no t dis clo se  an y in te n t on th e  p a rt  of  Con gr es s to  de pr iv e th e  P re si den t of di sc re tion  in ad m in is te ri ng  tr ade  re la tions w ith Cu ba , ex ce pt  w ith re sp ec t to  fu rn is h in g  as si st an ce  to  th e C as tro go ve rn m en t w het her  d ir ec tly  or  th ro ugh Uni ted S ta te s co nt ribution s to  th e U.N. Dev elop men t Pr og ra m .
Awar e of  th e  ea rl ie r ac tion  by  th e D ep art m ent of  Comm erce. P re si den t Ken ne dy  sp ec ifi ca lly  st a te d  in para g ra ph  3 of  Pro cl am at io n 3447: “I do  he re by  d ir ec t th e Sec re ta ry  of  Co mm erc e und er  th e pr ov is ions  o f the Exp or t Con trol  A ct  of  1949 * * * to co nt in ue  t o  c a rr y  out  th e  pr oh ib it io n of  a ll ex po rt s fr om  th e Uni ted S ta te s to  Cub a * *
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As you know , th e  s ta tu to ry  pr ov is io ns  us ed  by  P re si den t K en ne dy  to  im ple
m en t th is  em ba rg o w er e Se cti on  5 (b ) of  th e  T ra d in g  w ith th e En em y Ac t (50 
U.S .C. App. 5)  and  th e E xport  Co nt ro l Ac t of  1949, as  am en de d (50  U.S .C. App. 
2021 -2032) . Both of  th es e s ta tu te s also  leav e dis cr et io n in th e P re s id en t as to  
whe n an d how lon g re st ri c ti ve  tr ad e  m ea su re s sh ou ld  be  im po sed to  ef fe ct uat e 
th e  p ol ic ies  o f Co ng res s.

In  conc lus ion , it  is  my  op in io n th a t th e  em ba rg o on tr a d e  w ith  Cu ba  im po sed 
by  P re si den t Ken ne dy  co uld be li ft ed  w ithout re so rt  to  Con gr es sion al  ac tio n.  I 
w ant to  mak e i t  ve ry  cl ea r,  ho wev er , th a t th is  co nc lusion  is  ba se d en ti re ly  on 
lega l co ns id er at io ns  an d sh ou ld  no t be co ns true d as  in dic at in g  an y po si tion  by 
th is  D ep ar tm en t w ith  r es pec t t o  re su m pt io n of  tr a d e  w ith  C uba.

Mrs. Kelly. If  that  is the case, and if the executive branch can 
change our policy on trade wtih Cuba, what about the Organization 
of American States? Would our Government have to get the ir ap
proval ?

Mr. McQuade. These are political activities.
Mrs. K elly. Would we have to consult w ith them on that change ?
Mr. McQuade. It  might  be that  that  was the wisest thin g as a 

political policy m atter  because in dealing with  Cuba we have sought  to 
deal with our partn ers who care about what happens in the Western 
Hemisphere. I assume i t would be a good thing to do; to take any 
future acts in consultation w ith them.

I don’t think i t is required as a matter of law.
Mr. Frelingiiuysen. I think it might  be a good thing to take it 

in consultation with Congress. Again, section 620 of the Foreign As
sistance Act, in itself, I gran t you. refers to aid under this act, but 
it certainly would seem to express a congressional policy with respect 
to trade, too.

I admit i t is not quite as broad as tha t, but  I would like to read this 
Proclamation 344 which came in this  compilation from the Library 
of Congress which points out in the second “whereas” clause:

W he re as , th e  Con gress of  th e  U ni te d S ta te s in sect ion 620 of  th e  Fo re ig n 
A ss is ta nc e Ac t of  1961 (45 Sta t.  445 ) as  am en de d,  has au th ori ze d th e P re si 
de nt to  es ta bl is h and m ain ta in  an  em ba rg o up on  al l tr ad e  be tw ee n th e  U ni ted 
S ta te s an d Cub a—
This  seems to assume tha t the directive from Congress is somewhat 
broader than it actually is under the terms of 620 (a) .

From a legal point  of view, I  think it is an interes ting question. 
I just had assumed that there would be a statu tory prohibition .

By the way, tha t proclamat ion was dated February  3, 1962, by 
President Kennedy, that I was just read ing from.

Mr. McQuade. Obviously a major change in our policy toward  
Cuba could involve, and as I say, I  don’t mean to say tha t is going 
to happen, but it certain ly could involve some steps on a quid pro quo 
basis which might include some relaxation of the character of the 
embargo.

Mr. F relingiiuysen. I think th is is w hat Secretary  Oliver was sug
gesting to the Foreign Relations Committee in the article tha t was 
in the Times.

Mr. McQuade. If  that is indeed the case, it  would make sense in 
ligh t of tha t resolution for appropr iate  consultations to be had with 
the Congress.

Mrs. Kelly. Any further questions. Mr. Frelinghuvsen ?
Mr. Frelinghuysen. Only one very brief  one, Madam Chairman.
It  has been said tha t this country restric ts the export to Easte rn 

Europe and the Soviet Union of commodities which simultaneously
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we are importing from those countries. Is tha t true, and if so, what commodities are involved in this two-way process?Mr. McQuade. I  don’t know whether it is true, but  the only kind of thing I could think of, and don’t hold me to this answer, is tha t they buy wheat on occasions and there may be occasions when there are wheat surpluses rather  than wheat deficits.Mr. Frelingiiutsen. If  you did have some information on tha t, you might  submit it.

(The following information was subsequently supplied: )
Summary of Commodities I mported Into the  United States D uring 1966 FromEastern E urope With  Status of U.S. Export License Requirements *

The following table  con tains  a summary  of  th e princ ipal  commodities imported into  the United Sta tes from Easte rn Europe  dur ing 1966, and  an indicatio n in the  righ t-hand column of those requiring a val idat ed license for  e xpo rt from the United Sta tes  to Eastern Eu rope : «
1966 im ports1 Dolla r value 

(tho usa nds)
U.S. validated license requirement

Meat and meat preparat ions_______ $37,622 None.Platinum group meta ls___________ 19, 048 Valida ted license, except for  exports to Poland and Rumania.Iron and stee l......... . ................. 18,838 Validated license, except for  items such as pig iron , certa in carbon steel products, and cast iron.Fur sk ins, undressed_____ 12,201 None.Meta lworking  m ac hine ry .. .......... 8, 641 Val idated license.Glass and glas sw are. ............. 7,410 None, except fo r specialized types, e.g., bulletproof,  aircra ft and elect ron tube blanks.Chrome o r e . . . .................................... 6, 323 None.Text ile fabrics, yarn and related 
products. 6,297 None, except for  ti re  cord, parachute fabrics , and other specialized types.Footwear__________ 4,456 None.Diamonds and other precious stones 3, 553 None.Fru it and vegetab les............................ 3,473 None.

1 Detailed informa tion on composition of these commodity categories is not available. Consequently it  is not possible to  corre late precisely  the validated expo rt license requ irements with the impor ts.

Mr. McQuade. There are some basic commodities which we get from the Soviet Union which are very useful to us, platinum and palladium, and some of  these ra re kinds of metals. So we do get benefits from this trade,  if you look at it from the point of view of  what we buy from them. I have not heard of that  partic ular  example.Mrs. Kelly. It  is my unders tanding that  nearly one-half of our imports from the Soviet Union consists of commodities tha t may be considered as being of st rategic value to the economy of an indust rial nation. These commodities include magnesium, molybdenum, tita nium, iridium, platinum, palladium, chrome, and the like. As a matter  of fact, I believe tha t the Soviet Union is today a key supplier of chrome— part icularly  since the imports  of Rhodesian and South African chrome have come to an end.
Mr. McQuade. I  think chrome is one of the main items you could get both in the Soviet Union and in the area of Africa  which is blocked oft’ by the Rhodesian trade controls. I t has been useful to  us to be able to get some supplies of tha t, as well as some of these other sorts of metals from the Soviet Union.
Mrs. Kelly. Do you agree with that  policy ? That question was asked previously by some other members of the committee, so I  would like to have your reaction to it.
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Mr. McQuade. Wha t do you mean by “that  policy” ?
Mrs. K elly. Of bar ring  these products  if they come from Africa 

and getting them from Russia.
Mr. McQuade. I f  I were to look at the world solely through  my com

mercial eyes, I would have maybe one answer, but what is at stake 
here is th at under the United Nations we have some law which was 
passed by the Congress which permits  the United States to exercise 
export control to carry out the United  Nations resolution.

Wha t is at stake here, we are abiding by a United  Nations resolution 
in having these controls on Rhodesia. So it is real ly a question of bal-

* ancing out t ha t polit ical policy against another political policy and I 
don’t know how they will come out.

Mrs. Kelly. Thank you, Mr. McQuade.
The subcommittee will now s tand adjourned subject to the call of

• the Chair.
(Whereupon, at 3:20 p.m., the subcommittee adjourned, to recon

vene at the call of the Chair.)

*





EAST-WEST TRADE

7. Department of Ju stice  and the Atomic Energy Commission

W E D N E SD A Y , M A RCH  27 , 19 68  j

H ouse  of  R ep re se nt at iv es ,
C om m it te e  on F or eig n A ff a ir s ,

S ub co mmitte e on  E ur op e,
~W ashing ton. D.C.

The subcommittee met, pursuant to recess, a t 2 p.m. in room 2255, 
Rayburn House Office Building, ITon. Edna F. Kelly (chairman of 
the subcommittee) presiding.

Mrs. K el ly . The subcommittee will please come to order.
We meet today in continuation of our hearings on East-West trade.
Dur ing our previous sessions we received testimony from a num

ber of executive departments directly involved in administering 
restrictions on East-West trade.

Today we will hear from two more—the Department of Justice  and 
the Atomic Energy Commission. Their  testimony will bring to a close 
this first p art  of our undertakings .

As I  mentioned at the  outset, the purpose of these initial hearings is 
simply to put on record th e various laws and regulations which affect 
East-W est trade—to see to what extent they are consistent with each 
other—and to  ascertain whether and to what extent they may supp ort 
our declared foreign  policy objectives.

I must say tha t based on the testimony which we have received thus 
far , much work needs to be done in this field. A number of our legis
lative  enactments are clearly at variance with each other and with  the 
policy objectives which are ostensibly committed to pursue abroad.

These conflicts and inconsistencies constitute an unnecessary burden 
for our Nation—both for our Government and for our indus try—in 
dealing with o ther countries.

We will begin today by taking testimony from the Honorable  
Edwin L. Weisl, Jr. , Assistant Attorney General, Department of 
Justice . Mr. Weisl, we are ready to hear from you.

And if you desire, since your testimony is only fou r pages, you may 
read it.

STATEMENT OF HON. E DWIN L. WEISL, JR.,  ASSISTANT ATTORNEY 
GENERAL, CIVIL DIVISION, DEPARTMENT OF JUSTICE

Mr. W eis l . I think  it might be helpful. Fir st of all, I am accom
panied today at this hearing by Mr. Irv ing  Jaffe and Mr. Anthony 
Mondello, attorneys  a t the Depar tment  of Justice, both of whom have 
long experience in the  areas to which my testimony relates.

(197)
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I  am pleased to ap pe ar  b efo re yo ur  committee on be ha lf of  the  D e
pa rtm en t of  Justi ce , in resp ons e to your  reques t th at  we test ify  wi th 
respec t to the  Tra di ng  wi th th e En em y Act , Gen era l Licenses  94 an d 
101, an d the John son Ac t in connection  wi th yo ur  com mittee ’s con
tinu in g review of  dev elopments in  Ea st- W est tra de .

Th e Tra di ng  W ith  th e En em y Ac t, or iginall y enact ed on Oct obe r 6, 
1917 (40 St at . 415; 50 U.S.C . App . § 1, et seq. ), as ame nde d, is op era
tiv e du ring  per iods of  wa r or of  na tio na l emergency decla red  by the 
Pr es iden t.

I t  au tho rizes the Pr es iden t or  a ny  agency designat ed by him  to in 
vestigate,  reg ula te,  or pr oh ib it any  transac tio ns  in forei gn  exchange 
or  i nvolv ing  an y pr op er ty  in which  any forei gn  c ountr y or  a na tio na l 
thereo f has any  in ter es t, by any person , or  wi th respec t to any  
prop er ty , sub jec t to th e ju ris dict ion o f the U ni ted  Sta tes .

In  A pr il  1940, th e Uni ted St ates  insti tu ted  blocking con trols over 
fo re ign asset s in th is  coun try  (E .O. 8389, 5 F.R. 1400) in orde r to  
preven t Germany  fro m preempt ing and hy po thecati ng  to  thei r own 
use pr op er ty  in the Un ite d St ates  owned by pers ons  wi th in  terri to rie s 
which  th e German arm ed forces  ov err an  and occu pied  in the wa r of 
aggre ssion it  was th en  wag ing .

In it ia lly,  the  con tro ls affec ted only  Norwa y and De nm ark , bu t as 
Ge rm any an d la te r Ja pan  extend ed thei r conquest  an d ov err an  oth er 
countries,  the orde r was amended to incl ude  those countries.

By  t he  t ime  of the amend ment of  t he  E xecutive Ord er  on Ju ne  14, 
1941, the  blocking con trol s em braced  34 named cou ntr ies . That  ame nd
me nt extend ed the con tro ls to all  rem ain ing cou ntr ies  of  continenta l 
Eu ro pe  and it also con tain ed pro vis ion  fo r the au tom ati c fre ezing  of 
the asse ts of  any  othe r te rr itor y th at  might  be occupied or ove rrun 
by th e m ili ta ry  forces of  the  Axi s powers.

A ft er  the en try  of  the Uni ted State s into W or ld  W ar  I I , enemy 
pr op er ty  in th is country  that  had  th ere tof ore been blocked un de r these 
regu lat ion s was seized and reduce d to  possession by the Uni ted Sta tes .

Orig inal ly , the  Presid en t’s au thor ity  to  block  mon ey a nd  pro pe rty in 
th is coun try  was delega ted  to th e Se cretary of the  Tr ea su ry  and the  
Al ien  P ro pe rty Custodian, and these fun ctions were  exercised by those  
officials du ring  Wo rld  W ar  11.

Subse que ntly , on Au gu st 20, 1948 (E .O. 9989, 13 F .R . 4891), ju ri s
dic tion ove r freezing  con tro ls was  tra ns fe rred  to  the Atto rney  Gen 
era l as successor to th e Alien P ro pe rty C ustodian .

On an d af te r May 16, 1966, the  del egation  of au thor ity  to the A t
torney  General  fo r the ad min ist ra tio n of con trols exe rcisable under 
Executive  Ord er  8389 was ter mina ted , and  res ponsibi lity fo r such 
ad min ist ra tio n was reassig ned  to  the  Secre tar y of the Treasu ry , in 
clu din g the  ad minist ra tio n of Gen era l Licenses 94 an d 101 (E.O. 
11281, May 13,1966,31 F .R , 7215).

Th e na tio na l emergency dec lared by Pr es iden t Tr um an  on Decem
be r 16, 1950 (Proc . No. 2914, 15 F.R.  9029) makes the Tra di ng  wi th 
the E nemy  Ac t an d th e regulati on s cu rre nt ly  applic able.

Th e De pa rtm en t of Ju sti ce  no  lon ger has any regu la tory  respon
sib ili ty  wi th  resp ect to money or  prop er ty  in  th e Uni ted State s sub
jec t to  the above-m entioned  ord ers  and reg ula tions , or  with  resp ect  
to  com mercia l tra nsac tio ns  involved in Ea st- W est trad e policies.
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The regulations perta ining to foreign  funds  and assets which were 
codified, while adminis tered by the Department of Justice, in par t 
511 of title 8 of the Code of Federal Regulations are now codified in 
part 520 of title 31, Code of Federal Regulations.

The Johnson Act (act of Apr. 13, 1934, as amended, 48 Stat . 574; 
18 U.S.C. 955), prohibits the purchase or sale of bonds, securities, or 
other obligations of any foreign government  or political subdivision 
thereof, or any organization or association acting  on their behalf, or 
any loan to such foreign government, politica l subdivision, organiza
tion, or association while such government or organization  is in default 
in the payment of its obligations to the United  States.

A fine of no t more than $10,000 or imprisonment for not more than  
5 years or both, are imposed for the violation of tha t act.

The Attorney General has issued several opinions construing this 
statute. These are : (37 Op. Atty. Gen. 505 (1934)), (37 Op. Atty. Gen. 
526 (1934) ), (38 Op. Atty.  Gen. 580 (1934)), (39 Op. Atty. Gen. 151 
(1938) ), (39 Op. Atty . Gen. 398 (1939)), and (42 Op. Atty . Gen. 15 
(1963)).

I would like to hand you two prin ted copies of a more recent opinion 
of the Attorney General concerning the applicability of the Johnson 
Act to certain kinds of transactions  for financing export sales by 
American firms of nonstrategic goods or services to the Soviet Union 
and certain  Eas tern  European countries which are in defau lt in 
payment of their obligations to the United States.

By the way, I  would like to hand up two copies of the most recent 
opinion which sets fo rth the entire  h istory  of the Attorney General’s 
opinions in this area.

Mrs. Kelly. With out  objection, we will put these in the record.
(The document referred to follow s:)

OPINION OF THE ATTORNEY GENERAL OF THE UNITED STATES

J ohnson Act—E xport Sales to Countries  in  Defau lt in  P ayment of 
T he ir  Obligations to th e United  States

The John son Act (April  13, 1934, 48 Sta t. 574, 18 U.S.C. 955) does not proh ibit  
transa ctions by Uni ted Sta tes  firms or banking ins tituti ons for  the financ
ing of e xpo rt sales of pa rti cu lar goods or services, provided th at  the  term s of 
such transa ctions are based  upon bona fide business  cons iderations and do 
not involve a public  dis trib ution of securities.

The app lica bili ty of thi s crim inal statut e should depend upon the  economic 
function of a transa ction,  ra th er  than  on its  “purely formal cha rac ter ist ics .” 
42 Op. A.G. No. 15 (October 9,1963)

The Johnson Act prohib its general purpose loans to defaul ting  foreign govern
ments made  with moneys obtained  through the  sale of thei r ins truments  
of indebtedness to th e American public.

May 9,1967.
T he  Secretary of State .

Dear Mr. Secretary : This  is in response to Acting Sec reta ry Nicholas  deB.
Katz enbach’s reques t for  my opinion conce rning  the  applicabili ty of the Johnson 
Act (April 13, 1934, c. 112, 48 Sta t. 574) , now codified as 18 U.S.C. 955,1 to

1 IS  U.S.C. 955 provides :
“Whoever, with in the  United States, purc hase s or sells the bonds, securi ties, or other 

obliga tions of any foreign governm ent or polit ical subdivision thereof or any organiza tion 
or assoc iation  acting for  or on behalf of a foreign government or political subdivis ion 
thereof , issued aft er April 13, 1934; or makes any loan to such foreign government, poli tica l 
subdivision, organiza tion or associa tion, except a renewal or adjustme nt of exist ing in
debtedness, while such government , polit ical subdivision, organiza tion or assoc iation , is
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cert a in  ki nd s of  tr ansa cti ons fo r fin an cin g export  sa le s by Amer ican  fi rm s of non st ra te gic  goods or  serv ice s. The  pr os pe ct iv e bu ye rs  wo uld includ e th e gover nm en ts  of  th e Sov ie t Un ion  and c ert a in  E ast ern  Eur op ea n co un tr ie s,  which  are  in  def au lt  in pa ym en t of th e ir  ob liga tion s to  th e U ni ted S ta te s.  The  Jo hnso n Ac t mak es  it  an  offense, w ith ex ce pt ions  no t m ate ri a l he re , fo r an y pe rson  in th e U ni ted S ta te s to  pu rc has e or sel l “t he  bonds, se cu ri ties , or  o th er obligat io ns” of, or  to  mak e “a ny  lo an ” to, su ch  a go ve rn m en t or an y org an iz at io n acti ng  on it s be ha lf.
Vol. 42, Op. No. 27.

Co mmercia l sa le s fo r ex po rt  can be fin anced in var io us way s. F or ex am pl e,  American  se lle rs  m ay  ex tend  cre d it  di re ct ly  to  fo re ig n bu ye rs . The y m ay  al so  as sign  or  ne go tiat e to  fin an cia l in st it u ti ons th e  contr ac t ri gh ts  or  co mm ercial  pap er  re su lti ng  from  such  sa les . A lter nat iv el y, export  sa le s may  be fin an ce d th ro ug h lin es  of  cre d it  ex tend ed  to fo re ign bu ye rs  or  th e ir  ba nk s,  as  wh en  le tt e rs  of  cr ed it  a re  issu ed  by Amer ican  ban ks in fa vor of  Amer ican  export ers  a t th e re qu es t of  su ch  fo re ign bu ye rs  or  ba nk s.  An d toda y,  as  Acti ng  Sec re ta ry  K at ze nb ac h’s le tt e r po in ts  ou t, ex po rt  sa le s to  som e of  th e co un tr ie s in  que st io n may  ha ve  to be  fin an ce d th ro ug h re ce ip t of pa ym en t from  fo re ign bu ye rs  in kin d ra th e r th an  in  cu rren cy , or  th ro ug h defe rr a ls  of  pay m en t pe nd in g th e de ve lopm en t of  ea rn in gs from  jo in t en te rp ri se s.  Th e ty pe s of  ar ra ngem ents  inv olving  lin es  of  cr ed it , b a rt e r tr ansa cti ons and defe rr als  pe nd ing de ve lopm en t of  ea rn in gs a re  spec ifi ca lly  in cl ud ed  w ith in  th e Act ing S ecr et ar y’s in quir y co nc erning  the scope of th e Jo hn so n Act . He ex pr es se d th e vie w of  th e D epart m en t of S ta te  th a t if a  cr ed it  tr ansa cti on , re gar dle ss  of it s fo rm , is  co nn ec ted w ith an  exi> ort sa le  of  pr od uc ts  or  se rv ices , iit do es  no t fa ll  w ith in  th e pro hib iti ons  of  th e a c t un le ss  it  is so unre as onab le  in th e co mmercial sens e a s  to const it u te  a  c ircu m ve nt io n of  th e pu rp os es  of t he  ac t.
Ther e ha ve  be en  tw o fo rm al  op in io ns  of  th e A tto rn ey s Gen eral  on th e  appli ca tion  of th e Jo hn so n Act  to  var io us ex port  fin an cing  tr an sa c ti o n : 37 Op. A.G. 505 (19 34)  (A ttorn ey  G en er al  Hom er  Cum mings ) ; an d 42 Op. A.G. No. 15 (19 63)  (A ttorn ey  Gen er al  Rob er t F.  K en ned y) .
Sho rt ly  a ft e r pa ss ag e of  the ac t.  A tto rn ey  G en eral  Cu mm ing s ru le d th a t th e pr oh ib it io n aga in s t th e  pu rc ha se  an d sa le s of  bonds, se cu ri ties , an d o th er ob liga tion s w as  in te nded  to  en co mpa ss  in st ru m ents  of  th e ki nd  “w hich  ha d been sold to th e Am er ic an  pu bl ic  to ra is e mon ey  fo r th e  us e of  th e fo re ig n go ve rn m en ts  is su in g th em —no t co nt em pl at in g fo re ign cu rren cy , po stal  mo ney or de rs , d ra ft s,  ch ec ks , an d o th er  o rd in ary  a id s to  ba nk in g an d co mmercial  tr an sa ct io ns,  whi ch  are  ‘obl ia tion s’ in  a  b ro ad  sens e bu t no t in th e  sens e in tend ed . I t w as  ob viou sly  no t th e  pu rp os e of th e Co ng ress  to  di sc on tinu e al l co mmercial  re la ti ons w ith  the defa ult in g  co untr ie s. ” 37 Op. A.G. a t 512. He  w en t on to sa y th a t  th e commen ts ju s t qu oted  ap pl y to ac ce pt an ce  or  tim e d ra ft s,  pr ov id ed  th a t such  tr ade  fin an cing  tr ansa cti ons a re  “co nd uc ted in good fa it h  * * * and no t as mere su bte rf ug es  to  ci rc um ven t” th e purpose* of  th e ac t. /(/. , a t 513.
A tto rn ey  G en er al  Ken ne dy 's op ini on  dealt  w it h  th e ap pl ic at io n of  th e ac t to co nt em plat ed  sa le s on cr ed it  of  ag ri cu lt u ra l co mmod iti es  to th e So vie t Un ion  an d E as te rn  Euro pe an  bloc  co un tr ie s.  li e  co nc lude d th a t “n ei th er  sa le s tr a n s ac tion s by Amer ican  ex port er s on a de fe rr ed -p ay m en t ba sis, nor pa ym en ts  mad e to such  ex port er s by th ir d  part ie s in re tu rn  fo r an  as si gn m en t of th e  ri ght to pa ym en t in co nn ec tio n w ith  such  sa le s, ” w er e “ lo an s” w ithin  th e mea ni ng  of  th e ac t. He  fu r th e r co nc lude d th a t th e  “fo rm s of cre d it  tr ansa cti ons in  wh ich  pri vat e export er s comm on ly en ga ge  in co nn ec tio n w ith ex po rt  sa le s on cr ed it , inv olving  th e as si gnm en t or  ne go tiat io n of  con tr ac t ri ghts  or  co mmercial pa pe r."  wo uld not vi ol at e th e a c t’s pr oh ib it io n again st  th e purc ha se  or sa le  of bon ds,  se cu ri ties , o r o th er ob liga tion s of  def au lt in g  go ve rn m en ts . He dr ew  a

in def au lt  in  th e  pay m en t of it s ob liga tion s,  or  an y  p a r t th er eo f, to  th e  Uni te d S ta te s sh al l be fine d not  more th an  $10 ,00 0 or  im pr ison ed  fo r no t mo re th an  five ye ar s,  o r bo th“T his se cti on  is ap pl ic ab le  to  in di vid ual s,  par tn er sh ip s,  co rp or at io ns , or  as so ci at io ns  o th er  th an  pu bl ic  corp ora tions cr ea te d by or  p u rs u an t to sp ec ia l au th ori za tions of  C on gres s or  co rp or at io ns in w hi ch  th e  U ni te d S ta te s has  or  ex ercise s a co nt ro lli ng  in te re st  th ro ugh sto ck  ow ne rshi p or o th er w is e.  W hi le  an y fo re ig n go ve rn m en t is a me mb er bo th of th e In te rna tional  M on etary F un d  an d of  th e In te rn a ti o n a l Ban k fo r Rec on st ru ct io n an d De ve lopmen t. th is  sect ion sh al l no t ap ply to  th e  sa le  or  pu rc has e of bon ds,  se cu ri ties , or  ot he r ob lig at ions  of such  go ve rn m en t or  an y po li tica l su bd iv is ion th er eo f or  of  an y or ga ni za tion  or  as so ci at io n act in g  fo r or  on be ha lf  of  such  go ve rn m en t or  po li tica l subd iv isi on , or  to  mak ing of an y lo an  to  su ch  go ve rn men t, po li ti ca l su bd iv is ion,  or gan iz at io n, or  as so ci at io n. ”



sha rp dist inct ion between obligations  of a type widely dis trib uted to the public, 
which are covered by the act, and  “obligations  which are  not  covered because 
they are  issued in the ord inary course of tra de  and normally move exclusively 
within the rela tively res tric ted  channels of banking and  commercial credit .” 
42 Op. A.G. No. 15, supra, a t 4.

Attorney  General Kennedy went  on to say :
“Direct  recourse to the  legis lative history  of the act  confirms th at  both dis

tinc tions here made—th at  between loans and commercial cred it, and between 
scuritie s and  commercial paper—reflect accu rate ly the inte ntion of Congress and 
the policy it  sough t to implement. As noted by Attorney General Cummings, 
it was obviously not the purpose of the Congress to int erfere  with the ord ina ry 
incidents of tra de  relatio ns with  the default ing nat ions as distingu ished from 
par tici pat ion  by them in the  capi tal marke ts of the United Sta tes .” Id., at  6.

The l egislative  his tory  r efe rred to in both opinions supports the conclusion that  
the re is no va lid dist inct ion und er the  Johnson Act between the  pa rti cu lar  types  
of export financing considered in those opinions and  the  oth er types of export 
finanac ing mentioned above.

The purpose of the  Johnson Act is made clea r in the  Senate Committee re
port, which stresses  that  thi s legis lation was designed to prevent a recu rrence 
of the prac tice  of se lling to  the American people “billions of dol lars  of secu rities 
of certa in foreign coun tries , * * * with  litt le though t of final paym ent * *
S. Rept. 20, 73d Cong., 1st sess. 1 (1933). Similarly, Rep rese ntat ive Sam D. Mc
Reynolds, of Tennessee, who was in charge of the bill during its cons ideration  by 
the  House, expla ined th at  the  transa ctions at  which the  bill was aimed  were 
loans  to foreign governments made with moneys obtained through  the  sale of 
their  ins trum ents of indebtedness to the  American public. 78 Cong. Rec. 6048- 
6049. These were general  purpose loans, not financing arrange ments  tied  to specific 
exp ort  sales, even though in some cases it had been ant icip ated in a general 
way that  the moneys rais ed by the  loans  would be used to purchase  American 
products.  See 78 Cong. Rec. 6055 (remarks  of Representat ives  Thom as F. Ford , 
of Cal ifornia) ; Hearings before the  Senate Comm ittee on Finance on the Sale  of 
Foreign Bonds or Securit ies in the United Sta tes,  72d Cong., 1st sess. 133, 357 
(1931-32).2 Rep rese ntat ive Ham ilton Fish , Jr. , of New York, noted th at  the bill 
was  not intended to “prevent the  f ree  flow of commerce * * * between defa ulting 
nat ions and ourselves.” 78 Cong. Rec. 6050.

The scope of the  John son Act, I believe, it  is not  to be mea sure d in terms  of 
dist inct ions among the var ious f orms o f financing ex por t tr ade . The applicab ility  
of thi s crim inal  statute should depend on the economic functio n of a tran sac tion , 
ra ther  tha n on its  “purely form al cha rac ter ist ics .” 42 Op. A.G. No. 15, supra, 
at  6. Although the  cited opinion did not deal with the  thr ee  forms of financing 
about which Acting  Secreta ry Katz enbach’s le tte r exp licit ly inqu ires—lines of 
bank credi t, ba rte r arra ngemen ts, and  defer ral s of paym ent pending develop
ment  of earn ings—I can disce rn no valid ground of dist inct ion,  from the stand- 
point of the appl icab ility  of the  Johnson Act, between these forms of financing 
and  the  ones which in that  opinion were found to be ge nera lly permissible under 
the act. The reasoning of the  opinion supports the  general  conclusion th at  fi
nancing  a rrange ments  l ie beyond the scope of the  a ct if they are  directly  tied to 
specific export tran sac tions, if their  terms  are  based upon bona fide business 
cons idera tions , and if the  obligations to which they give rise  “move exclusively 
within  the rela tive ly res tric ted  channels of banking  and  commercial credit .” 
Id., a t 4.

On the  other hand , as the  same opinion suggests, if the  financ ial form of a 
transac tio n is a subterfuge to conceal what is, in effect, a general purpose loan, 
it would viola te the  act. Nor does the  act permit  any arrang ement  that  contem
pla tes the  m arke ting  of foreign  government  ob ligat ions to the  Amer ican public.

As a crim inal  sta tute, the  Johnson Act is to be nar row ly co ns tru ed : “The act 
is a crim inal  sta tute, and therefo re must  be cons trued str ictly, ‘lest those  be 
brough t within its  reach  who are not  clea rly included,’ United Sta tes  ex rel. 
Marcus  v. Hess, 317 U.S. 537, 542 (1943) ; United  S tates  v. Resn ick,  299 U.S. 207

3 I n  th is  co nn ec tio n i t  may be no te d th a t se ct ion 2 of th e Jo hns on  Act  makes  an  excep 
ti on fo r ac tiv it ie s,  ot he rw ise pr oh ib ite d,  wh en  th ey  are  pe rfor m ed  by Fed er al  Gov ernm en t 
co rp ora tions.  A pp ar en tly th is  ex ce pt ion was  de sign ed . in part , to per m it  th e mak ing of 
gen er al  pu rp os e lo an s to  def au lt in g  fo re ig n go ve rn m en ts  th ro ug h such  ag en cies  as  th e 
E xport -I m port  Ban k,  or ig in al ly  au th or iz ed  by E xe cu tive  O rd er  6581 of Feb ru ar y  2, 1934 , 
is su ed  sh ort ly  be fo re  en ac tm en t of  th e  Jo hns on  Ac t.
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(1936) ; Kraus & Bros.  v. United States,  327 U.S. 614, 621-622 (1946) .” 42 Op. A.G. No. 15, supra, a t 4.
The general principle s expressed in the legis lative history  and  the  opinions cited above lead me to the  conclusion that  the John son Act i s not to be cons trued as prohibiting transa ctions by United States firms or banking ins titu tions for  the financing of exp ort  sales of pa rti cu lar goods or services, provided th at  the term s of such transa ctions are  based upon bona fide business cons ideration s and do not involve a public  dis tributio n of  securities .

Sincerely,
Ramsey  Clark.Mrs. Kelly. Thank you, Mr. Weisl.

On page 3 of your report, you state tha t the national emergency declared in 1950 is still  in effect and that  this makes the Trading  W ith the Enemy Act currently applicable.
Mr. Weisl. Yes; Madam Chairman.
Mrs. K elly. Wh at is the main thrust  o f the controls derived from tha t act insofar as Eastern Europe is concerned ?
Mr. W eisl. A t the moment, assets o f certain  Eas t European countries remain blocked by the Department of the Treasury which has jurisdic tion over them. Tha t has been done by general license No. 101 which unblocked almost all foreign assets with the exception of certain countries, mainly  in Eastern Europe,  Bulgaria, Hungary, Rumania, Czechoslovakia, Poland, Estonia,  Latv ia, Lithuania,  and at the same time, East Germany.
These blocking controls have been relaxed as to Bulgaria, Rumania, and Poland since then.
As I  understand it, the purpose of continuing the blocking of some of these Ea st European countries was to await thei r entry into financial agreements w ith the United  States  unde r which, for example, properties of American citizens in these countries would be returned to them.
As soon as this  type of agreement was entered into, then we were willing to unblock the assets of these countries in our country and retu rn them to the nationals  of  these countries.
There is a second problem, however, that  in returning blocked assets of nationals of these countries we have insisted, and gone to great pains to make sure, that the money does not go to the Government but to the actual  owners thereof. Tha t has also entered into the decision as to whether to continue blocking or not.
Mrs. Kelly. This committee presently has a bill under consideration which relates  to certain Eastern European claims. Now, are there any other assets frozen ?
Mr. Weisl. To the best of  my knowledge, there are not, o ther than these countries under this license. There are assets of Communist countries which may be frozen under the Treasury Department’s foreign assets control authority.
Mrs. Kelly. I  would like a complete breakdown of tha t for our report. You can submit it to us, exactly what the proper ties are and what countries are  involved.
(The information referred to follows:)

Countries  I nvolved in  Freezing Controls W it h  a Breakdown of Properties Now Frozen Under Laws or Regulations  of th e United  States
(a)  Communis t China,  N orth  Korea and  N orth  Viet Nam : The Foreign Assets Control Regulations (31 CFR 500.101-500.808) issued  under section  5(b)  of the  Trading with The Enemy Act, as amended (sect ion 5, 40 Sta t. 415 as
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amended; 50 U.S.C. App., § 5 (b )) block all property in the United States  in which any Communist Chinese, North Korean or North Vietnamese interest exists or has existed since the effective date of the Regulations. The effective date is December 17, 1950 for Communist China and North Korea, and May 5, 1964 for North Viet Nam. In addition, the Regulations prohibit  all unlicensed financial or commercial transactions with the designated countries or thei r 
nationals.

A census was taken in 1951 of blocked Chinese property in the United States. There is enclosed a stat istical table setting forth the value of United States  assets owned by nationals of mainland China reported on the census report form as of December 18, 1950, classified by type of asset. Changes in the totals are known to have occurred in the interim inasmuch as it has been the policy since the outset of the freezing control to authorize types of transactions reft garded as not inimical to the interests of the United States. In addition, changesin the enclosed stati stics  have occurred as a resul t of changed marke t values of assets -since 1951; changes from one form of asset (e.ff., bank account) to another (e.ff., securities) ; and, changes in status of individuals, and for other reasons. The 1951 census was the only one taken. Accordingly, the enclosure» represents the only available data  as to the amounts of Chinese assets whichare being held blocked for possible use in settling  private American claims agains t Communist China for confiscation of American property, or other types of claims.
There are no North Korean or North Vietnamese assets known to be blocked under these Regulations.
(b) Cuba: The Cuban Assets Control Regulations (31 CFR 515.101-515.808. issued under section 5(b)  of the Trading with the Enemy Act and also under section 620(a)  of the Foreign Assistance Act of 1961 (75 Stat. 445; Proclamation 3447) block all Cuban assets in the United States and prohibit all unlicensed financial and commercial transactions with Cuba or nationals thereof. A census of blocked Cuban assets in the United States was conducted by the Treasury Department as of July 8. 1963, the effective date of the Regulations. There is enclosed a statement prepared by the Department containing a description of the reporting requirements, a summary of the resul ts and two stati stica l tables. The first table  sets forth the value of blocked assets in the United States owned by Cuba or  by Cuban nationals, by type of asset and loca

tion of owner. The second table  states the value of United States assets owned by Cuba or by Cuban nationals, classified by type of asset  and type of owner. Changes in the tota ls have since occurred for the same reasons given above with respect to blocked Chinese assets.
(c) Residual blocked property  under the World War II  program: Blocking controls were i ssued during World War I I as p art  of the United States program to deal with the Axis powers and thei r invasions and occupations of friendly countries. These controls, issued under section 5(b)  of the Trading with The 

Enemy Act and Executive Order No. 8389, as amended, have been lifted except with respect to property of the following countries and of nationals thereof  who were within those countrie s on the date ind icated: Hungary, January 1,* 1945: Czechoslovakia, Estonia, Latvia, Lithuania, December 7, 1945; and Eas tGermany, December 31, 1946. Data  as to the amounts and types of th e property  remaining blocked is not available.
T re as ur y D epa rtm en t , O f fic e  of  F or eig n A ssets  Control— Ce n s u s  of B lo ck ed

» Cuba n  A ssets  in  t h e  U n it ed  Sta te s

I.  BACKGROUND OF TH E CEN SUS

The Office of Foreign Assets Control of the Treasury Department has conducted a census of Cuban assets  in the United States which were blocked under the 
Cuban Assets Control Regulations [31 CFR 515.101 et seq.]. The Regulations were issued by the Secretary  of the Treasury on July 8,1963 under Section 5(b) of the 
Trading With the Enemy Act of 1917, as amended, to implement the policy of an economic embargo of Cuba set forth in Proclamation 3447, which was issued by the President under Section 620(a)  of the Foreign Assistance Act of 1961, P.L. 87-195. The Regulations superseded the Cuban Import Regulations which were issued on February  7, 1962 to accomplish the more limited objective of prevent ing unlicensed imports of Cuban goods or goods which passed through Cuba or contained Cuban components. The Cuban Assets Control Regulations prohibi t as 
of July 8,1963 all persons subject to the jurisdic tion of the United States from en-

89 -5 77 — 68-------14
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ga gi ng  in an y d ir ect or in dir ec t fin an cial  or co mmercial  tr ansa cti on  w ith th e 
Cu ba n Gov er nm en t or w ith  Cu ba n nat io nals  ex ce pt  as lic en sed by th e T re asu ry . 
In  ad di tion  to  im po sing  a to ta l em ba rg o on de al in gs  w ith  Cu ba , th e R eg ul at io ns  
fr ee ze  a ll  C ub an -owne d as se ts  lo ca te d w ith in  th e ju ri sd ic tion  of  t he U ni ted Sta te s.

II . SCOPE OF TH E CEN SU S

The  Ce nsus  w as  und er ta ke n in  ord er  to ob ta in  re as on ab ly  ac cura te  d a ta  con
ce rn in g Cu ba n ass e ts  blo cked in th e U ni ted S ta te s by th e Cu ba n Asset s Con tro l 
Reg ulat ions . I t w as  fe lt  th a t su ch  data  wo uld  be us ef ul  to th e For ei gn  Assets 
Co nt ro l in it s ad m in is tr a ti on  of  th e  Cu ba n Asse ts Co ntro l R egula ti ons;  to  th e 
Con gres s in co ns id er in g an y prop os ed  claim s se tt le m en t le g is la ti on ; or to  th e 
S ta te  D ep ar tm en t in an y po ss ib le  fu tu re  cl ai m s se tt le m en t ne go tiat io n w ith a 
su cc es so r regi me in Cu ba.

The  ce ns us  re port  fo rm s w er e d is tr ib u te d  to ap pr ox im at el y 8,000 in di vi du al s,  
co rp or at io ns , ba nk s an d oth er  org an iz at io ns  in th e Uni ted  Sta te s.  For m s we re  
se nt  to  pe rs on s an d or ga ni za tion s on th e C on trol’s st andard  m ai ling  li s t an d to 
o th ers  no t on th e m ai ling  li st  wh o were th ought to ho ld blo cked Cu ba n as se ts . 
A dd iti on al  fo rm s wer e d is tr ib ute d  by th e F ed er al  Res erve  B an ks to  fina nc ia l in 
st it u ti ons in th e ir  re sp ec tiv e dis tr ic ts . Th e Reg ul at io ns  re qui ring th e fili ng  of 
ce ns us  re po rt s w er e pu bl ishe d in th e Fed er al  Reg is te r on Jan u a ry  31, 1964 an d 
we re  pu bl ic ized  in th e pr es s an d th ro ug h th e  Fed er al  Res erve  Ban ks . In  th is  re 
ga rd , it  i s lik ely  th a t th e ce ns us  to ta ls  a re  in co m plete sin ce  t here  a re  un do ub tedl y 
pe rs on s in  th e U ni te d S ta te s ho ld in g blo cked Cu ba n as se ts  wh o w er e unaw ar e of 
th e re por ting  re qu ir em en ts  de sp ite th e d is tr ib u ti on  an d pu bl ic at io n de sc rib ed  
he re in . Th e de ad line  fo r til ing re port s w as  M ar ch  15, 1964. E xte nsi on s of  tim e 
fo r f iling  w ere g ra n te d  w he re  nec essa ry .

III . TH E REPOR TING RE QU IRE ME NT

The  Cu ba n Cen su s Reg ul at io ns  pr ov id ed  fo r tw o ty pe s of  re port in g  f or m s.  Th e 
fi rs t type , For m  TFR-6 07 , w as  us ed  fo r re port in g  pro pe rty in  th e U ni te d S ta te s 
in  wh ich  Cu ba or Cu ba n nat io nal s had  an  in te re st . The  sec ond type , For m  T F R - 
608, w as  u sed fo r re port in g  or gan iz at io ns  in  th e U ni te d S ta te s su bst an ti a ll y  own ed 
or  co nt ro lled  by Cu ba  or  it s nat io na ls , e.g. , U ni ted S ta te s br an ch es  of  Cu ban 
comp an ies .

The  Ce nsus  R eg ula tions  re quir ed  re port s fr om  al l in di vi du al s,  co rp or at io ns  
and o th er  or gan iz at io ns su bje ct  to  th e ju ri sd ic ti on  of  th e U ni ted S ta te s ho ld ing 
blo cked  Cub an  pro i>erty  va lu ed  a t $1,000 o r mo re.  Cu ba n pro pe rt y of  less  th an  
$1,000 was  no t in clud ed  in th e  re port in g  re quir em en ts  be ca us e it  w as  fe lt  th a t 
th e to ta l of  Cub an  as se ts  below  $1,000 wou ld  not  be a sign ifi ca nt  am ou nt , an d 
th er ef ore  di d no t w a rr a n t th e  addit io nal  adm in is tr a ti ve  bu rd en  on re port er s.  
Per so ns  ha vin g co nt ro l, cu sto dy , or po ssession  of ass et s in which  th ere  was  a 
Cu ba n in te re st  on  Ju ly  8, 1963 wer e re quir ed  to  re port  thos e as se ts . Thu s,  re po rt s 
w er e re qu ired , fo r in st an ce , fr om  la w ye rs  ad m in is te ri ng  est a te s hav in g Cu ban 
be ne fic iar ies , fr om  in su ra nce  c om pa ni es  w ith  po lic ies  on Cu ba n liv es , fr om  ha nk s 
w ith  Cu ba n ac co un ts , and fr om  co rp ora tions  w ith  Cu ba n st oc kh ol de rs  or bond 
ho lder s.

Per so ns  in th e  U ni te d S ta te s wh o had  con tr acts  w ith  Cub an s or  w er e inde bted  
to  Cu ba ns , or again st  wh om  Cub an s as se rt ed  cl aim s in co nn ec tio n w ith  pre 
free zi ng  tr ansa cti ons,  w er e re quir ed  to  re port  th e Cub an  in te re st s inv olve d.  All  
pro pe rty in  w hi ch  th ere  w as  a  Cub an  in te re st  w as  re quir ed  to  be re po rted  
w het her  o r not th e  r eport er al so  h ad  a  cl ai m  a gain st  Cu ba  or a Cub an  nati onal or  
co nt es te d th e vali d it y  of  th e Cub an  claim again st  him . R ep ort s in  th is  ca tego ry  
includ ed  ac co un ts  du e Cu ba n fir ms by U nited  S ta te s fir ms fo r tob acco , su gar  an d 
o th er goods so ld  to  th e U ni ted S ta te s be fo re  th e em ba rg o cu t off Cu ba n trad e.  
Some  of  th e  C ub an  claims hav e become  th e  su bje ct  of li ti gati on  bro ught by th e 
Cub an  Gov er nm en t as  su cc es so r to  na tion al iz ed  Cu ba n compa nies . The  am ou nt s 
cl ai m ed  by  Cu ba  in  su ch  li ti gati on  were re port ab le  Cub an  as se ts , ev en  th ou gh  
th e U.S.  fi rm ’s li ab il ity  w as  di sp ute d or w as  su bje ct  to  co un te rc la im s again st  
th e  C ub an  G ov er nm en t b ased  on ex pro pri at io n  of p ro pe rty.

Al l co rp or at io ns , par tn er sh ip s,  tr u s ts  an d o th er  or gan iz at io ns or ga ni ze d in th e 
U ni te d S ta te s w er e re qu ired  to  re por t w ith re sp ec t to  an y sh ar es , fu nd s,  de be n
tu re s or  o th er se cu ri ti es  in which  th er e w as  a  C ub an  i nte re st .

R ep ort s w er e al so  re qu ired  fo r th e  ass ets  in  th e U ni te d S ta te s of  co rp or at io ns  
an d o th er or gan iz at io ns or ga ni ze d under  th e  la w s of  Cu ba  or hav in g th e ir  p ri n 
cipa l pl ac es  of  bu sine ss  in  Cu ba  and fo r th e  ass et s of  fir ms su bst an ti a ll y  ow ned 
or  con trol le d b y Cu ba ns .
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Exc lu de d from  th e  re port in g  re quir em en ts  w er e th e  fo llo wing ty pes  of  pro p
ert y  : pa te nts , tr adem ark s,  copyri ghts  and in ve nt ions , ex ce pt  ro yal ti es  du e an d 
un pa id . The  pr op er ty  of  Cub an  re fu ge es  in th e U ni te d S ta te s wh o a re  un bloc ke d 
under th e R eg ul at io ns  an d th u s ab le  to  di sp os e free ly  of  th e ir  U ni te d S ta te s 
pro i»e rty , w as  n ot r eq uir ed  to be re po rted .

For m  TF R-6 07  c lass ifi ed  the re port ab le  p ro per ty  u nder  th e fo llo wing ca te go ri es:
1. Bu llion , cu rr en cy , and coin .
2. Dep os its .
3. No tes , d ra ft s,  and deb ts  to  na ti onal m atu ri ng  w ith in  one year fro m 

d a te  of  o bl igat ion.
4. O th er  no tes,  d ra ft s,  a nd  d eb ts  to  nat io na l.
5. F in an ci al  se cu ri ti es  (s to ck s and bonds, et c. ) pa ya bl e in  do llar s.
6. F in an ci al  s ec uri ti es (s to ck s a n d  b onds,  e tc .) no t p ay ab le  in  d ol la rs .
7. In te re st s of  a ss oci at ed f or ei gn pe rso ns .
8. M isce lla ne ou s per so nal  p ro pert y  a nd per so na l p ro per ty  lien s.
9. Rea l p ro per ty , m or tg ag es , and o th er  r ig h ts  to re al  p ro pe rty.
10. In te re st s in  e st a te s and  t ru st s.
11. In su ra nce pol ic ies a nd  a nnu it ie s.

Form  TFR -6 07  al so  re quir ed  in fo rm at io n as  to  w het her  th e Cu ba n na tiona l 
who se  pr oper ty  w as  re por te d w as  an  in di vi du al , co rp or at io n,  part ners h ip , un
in co rp or at ed  as so ci at io n or o th er en ti ty . The  re port er was  lik ew ise in st ru cte d  to 
id en ti fy  it se lf  as  a  pri ncip al ag en t, tr ust ee , banker  or  o th er en ti ty . Re i»o rte rs 
w er e in st ru cte d  to  val ue  th e  pro pert y  re po rt ed  a t th e  m ark et pr ic e as  of  th e 
clo se  of  bu sine ss  on  Ju ly  7, 1963, or if  m ark et pr ic e w as  un kn ow n,  an  es tim at ed  
va lu e on  th a t dat e.  The  C on trol  reco gn ized  th a t in som e ca se s th e va lu e of  
pro pert y  m ig ht  be  in det er m in ab le , and in  such  in st an ce s th e  re port er  was  not re 
quir ed  to  re port  the  v al ue  o f t h e  p ro per ty  b ut on ly to  i ndic at e th e ow ne rshi p of  the  
pro pert y  an d to give  a  des cr ip tion of  it.  W he re  th e  on ly  va lu es  obta in ab le  wer e 
in  fo re ig n cu rr en ci es , re port ers  w er e in st ru cte d  to  co nver t th e va lues  in to  U.S. 
do ll ar am ounts  ac co rd in g to  th e  ex ch an ge  ra te s  se t fo rt h  in  th e Ce ns us  Reg ul a
tio ns .

IV. RESULTS
.1. Summary

Excl ud in g duplica te  re port s fo r th e  same pro per ty  an d o th er un ne ce ss ar y re 
po rt s,  3750  T FR -6 07  re port s w er e filed  by  ap pro xim at el y 200 di ffer en t re port er s.  
Only one TFR -6 08 , re port in g  th e  U.S . br an ch  of  a Cub an  en te rp ri se , w as  filed . 
The  Con tro l di d not  ex pe ct  to  re ce iv e m an y TFR-6 08  re port s sin ce  th e nu m be r 
o f Cu ba n-ow ne d fir ms in  th e U nited  S ta te s w as  be lie ve d to  be  negli gib le.  Th e 
C on trol  ex pe ct s to  re ce iv e a fe w  ad dit io nal re port s from  org an iz at io ns th a t ha ve  
been  g ra n te d  ex te ns io ns  in  th e ir  re port in g  de ad line s be yo nd  th e  da te  of  th is  re- 
IMirt. The  m ajo ri ty  of th e re port s file d co ve red ban k ac co un ts , in su ra nce  po lic ies  
an d st oc ks  an d bo nd s re gis te re d  in  th e  na me of Cub an s. The  re port in g  ba nk s 
were co nc en tr at ed  in Ne w York Ci ty  an d th e Miam i, F lo ri da ar ea .

A to ta l of  $148.8  mill ion of  Cub an  ass et s in th e  U ni te d S ta te s w as  re po rted . 
Of  th is  to ta l $19.6 m ill ion is  re port ed  to  be pro per ty  ow ned by or cl ai m ed  by th e 
Cub an  Gov ernm en t and it s ag en cies . As will  be ex pl ai ne d be low  in g re a te r de ta il , 
m os t of  th is  $19.6 mill ion does no t const it u te  a net  ass et of  th e Cub an  Gov ern
m en t sin ce  m os t of  t he  p ro per ty  c la im ed  by  C uba is in  t h e  f or m  of  c la im s as se rt ed  
again st  in s ti tu ti ons in  th e U ni te d S ta te s.  The se  in s ti tu ti ons a re  be lie ve d to  ha ve  
cl ai m s ag ain st  Cu ba gre atl y  in  ex ce ss  of  th e am ount s re port ed  to  be th e pro per ty  
of Cu ba.

A pp ro xi m at el y $70 mill ion of  th e  to ta l sum re pre se n ts  stoc ks  an d bo nd s issu ed  
by th e  su bsi di ar y of  a U.S . ho ld in g co mpa ny  to pe rs on s in Cu ba . The  su bs id ia ry  
op er at ed  alm os t ex clus iv el y in  Cu ba . The  su bsi d ia ry ’s in de bt ed ne ss  to  Cub an s 
w as  se cu re d pri nc ip al ly  by it s phy si ca l as se ts  in  Cu ba  whi ch  were ex pro pri a te d  
by th e  C as tr o regi me in 1960. Con se qu en tly , th e  $70 mill ion is  fo r a ll  p ra c ti ca l 
pu rp os es  un se cu re d an d th ere  is  no  pr ope rt y in  th e U ni te d S ta te s which  co uld 
be li qu id at ed  an d us ed  to  sa ti sf y  th e cl ai m s of  A m er ic an s again st  Cu ba.

The  ce ns us  to ta ls  in dic at e th a t Cub an  in di vi dual s as  of  Ju ly  8. 1963 ow ne d 
oi’ cl aim ed  26 per ce nt of th e to ta l Cu ba n ass et s in  th e U ni te d S ta te s,  w hi le  
co rp or at io ns  an d oth er org an iz at io ns in Cu ba ow ned app ro xim at el y 61 pe rc en t. 
The  Cub an  G ov er nm en t an d it s ag en cies  wer e re port ed  as  hav in g an  in te re st  in  
13 per ce nt .

Of  th e  to ta l sum re po rted . $125.1  mill ion was  re port ed  by  U ni te d S ta te s co r
pora ti ons an d o th er o rg an iz at io ns w ith  br an ch es , su bsi d ia ri es  or o th er ass et s in 
Cu ba  which  w er e ex pro pri at ed . The se  co mpa nies  ha ve  pote nti al  cl ai m s again st



Cuba gre atly  in excess of th e amo unt  r epor ted by them as blocked prop erty  owed' 
to Cuba or Cuban  natio nals . A deta iled sta tis tic al  breakdo wn of the specific 
types  of prop erty  is appended.

It  should  be bo rne in mind th at  the Census figures are  as of Jul y 8, 1963, and 
the re have been freq uen t changes in the tot als  since that  date.  The prim ary  rea
son for this is th at  the asse ts of Cuban refugees who have come to the  United  
Sta tes  af te r J uly  8 ,19 63,  ar e unblocked u nde r a general license.

Secondly, rep ort ers  such as banks , large  corp orat ions  and stock brokers relied  
in many instances on the  add ress  of record on the ir books as evidence that  
the prop erty  owner was in Cuba on Jul y 8, 1963 and ther efor e repo rted  the 
pro per ty as blocked. If, however, the  pro per ty owner was in fac t out of Cuba 
on t ha t date,  but  had  f ailed  to notify the rep orter  of his change of addr ess,  then 
the accou nt would be unblocked upon rece ipt of evidence to this  effect.

Again, debit s to  blocked accounts are  licensed by the  Trea sury for such purposes  
as paym ent to Fed era l and Sta te tuxes,  bank  charges, expenses of adm inis trat ion  
of blocked esta tes,  etc. All of these  licensed  debits would res ult  in chang es aft er 
Jul y 8, 1963, in the  blocked amou nts. Simi larly , addi tions to blocked accounts  
would res ult  from  earn ings such as int ere st on savings accounts , stock divi
dends, etc.

B. Analysis  of Indi vid ual  Blocked Accounts
The property in the United  Sta tes  of individual persons in Cuba tota lled  $38.4 

million. This  includ es $17.5 million in unse cured obligat ions of the firm described  
in (E ) below. Of the rema inder , $10.8 million is in demand deposits and  savings 
accounts prima rily  in New York and  Flo rida  banks. A m ajority  of these  indiv id
ual  accoun ts fal l with in a $1,000 to $10,000 range and  a re in most insta nces owned 
join tly by hus ban d and wife, par ent s and children, or bro ther and  siste r. The 
owners  of these  accoun ts app ear  to be middle-income Cuban fam ilies  who placed 
some of their  savings in the Unite d States for  safekeeping.

Included in the  tot al amou nt reported  f or indiv iduals in Cuba are  t he accoun ts 
of residents of Cuba who are  not Cuban citizens.  The tota l numb er of such per 
sons is not larg e but  includes  several Unite d States citizens resident  in Cuba as 
well as foreig n diplomatic personnel and other non-Cubans. The Control  has 
issued a few specific licenses unblocking the  United  States accou nts of foreign  
embassies in Cuba and the  United States acco unts  of foreign  diplomatic  persons  
in Cuba. These licenses are  gra nte d only on the  appl icati on of the  inte rest ed 
par ty. Many diplo mats  in Cuba who may be ent itled to unblocking licenses had  
not applie d for unblocking on Jul y 8, 1963 and the ir accou nts are  therefo re in
cluded in the tota ls. Also, Am ericans living  in Cuba may withdr aw up to $1,000 
per  month from the ir blocked accou nts fo r neces sary living  expenses in Cuba 
of themselves and  the ir households under a general license in the  Regulations. 
Several A mericans a re known to  be usin g th is auth oriz atio n.

Insu ran ce companies and corp orati ons rep ort $5.3 million due to Cubans 
und er insu ranc e policies and ann uity plans.  This tot al include s vari ous pension 
accou nts due, in most cases, to form er Cuban  employees of bran ches  or subsid
iar ies  in Cuba of American firms. The re are approximate ly 100 blocked pension 
accou nts due to agr icu ltural  workers  alone. There are  also a few individu als in 
Cuba who are  ent itled to United  Sta tes veter an’s benefits or social secu rity  bene
fits. No rep orts were required for  insurance  policies on Cuban lives issued by 
the  Cuban branch es of American insu rance companies  if  th e policies were payable 
in pesos only in Cuba. Policies payable in doll ars in the United  Sta tes  were re
quir ed to be repo rted, but the  companies involved do not have access to the ir 
bran ches’ reco rds in Cuba, and hav e not ye t furn ishe d complete repo rts. These 
companies are presently engaged in litigat ion  of their  obligat ions to pay on such 
policies.

C. Analy sis of Blocked Assets of the  Cuban  Government
The  tota l ass ets  in the  United  States of the  Cuban Governm ent and its agen

cies was rep ort ed to  be $19.6 million. The re is, however, some dup licat ion in 
thi s tota l. Fo r examp le, Unite d Sta tes ban ks repo rted  deposits held for  Cuban 
banks. At the  same time, checks and  le tte rs of credit outstan din g again st such 
deposits were  blocked and were requ ired  to be repo rted  separatel y. There fore, 
in a few instances  the re were a number of rep orts  involving the  same bank 
deposit. The to ta l government  ass ets  cons ists of bank  deposits, let ter s of cred it 
and  checks, fund s held by American ban ks acting as fiscal agen ts for  various 
pre-C astro Cuban  bond issues  and amo unts claimed by Cuba in pending liti ga
tion. Cuban Government general bank deposits tot al approxim ately  $725,0 00;
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letter s of credit and blocked checks drawn by Banco Nacional de Cuba total 
approximately $700,000; special accounts held by American banks as fiscal agents 
for Cuban Government bond issues total about $675,000; claims asserted  by the 
Government of Cuba against United States firms for debts allegedly due to Cuba 
in its own right or as successor to nationalized Cuban firms total approximately  
$12.5 million. In addition, there  are certain blocked Cuban Government accounts 
held indirectly through foreign banks; the  amount in such accounts has not yet 
been ascertained.

Accounts totaling approximately $100,000 are reported for the former Cuban 
Embassy in Washington and the Cuban Permanen t Mission to the U.N. The 
special accounts mentioned above are reported to be earmarked for debt service 
on Republic of Cuba public works sinking fund bonds, sugar stabilizat ion fund 

* bonds and other bonds. Payments  in many instances would be made to bond
holders who are Americans. In addition, American firms are reported to be 
guarantors  of approximate ly $3.7 million worth of loans and other  transactions in 
w'hich Cuba claims an interes t.

The $19.6 million total includes approximately $12 million in suits pending in 
«, United States courts brought by the present Government of Cuba agains t Ameri

can firms. In most of these suits, the American defendants have counterclaims, 
in some cases arising out of pre-embargo business operations, but more often 
based on the expropriation of their assets in Cuba.
D. Analysis of Blocked Assets of Cuban Corporations and other Cuban Or

ganizations
The census total  includes $90.6 million which is owed to  or claimed by firms 

incorporated under the laws of Cuba. The $90.6 million includes $53 million of 
the unsecured indebtedness of the firm described in (E) below, leaving some 
$38 million in other corporate assets here, principa lly due from American parent 
firms to their expropriated  Cuban subsidiaries.
E. Blocked Cuban Interests Unsecured by Property in the United States

As was noted in the Summary of Results, a corporation organized in Florida 
and doing business exclusively in Cuba has reported that  approximately $70 
million worth of its stocks and bonds ar e held by persons and organizations in 
Cuba.

These reports  require a special explanation. The amount reported by the  com
pany is correctly reported under the Census Regulations and is  properly included 
in the census tota l because the company is a United States corporation and a 
portion of its  bonds and stocks are held by persons in Cuba. However, since the 
assets of the company which secure the indebtedness are in Cuba and were 
expropriated by the Cuban Government, there is no property subject to United 
States jurisdic tion which could be liquidated. The stocks and bonds involved 
are there fore of little or no value for vesting purposes.

TABLE I. — VALUE OF U.S.  ASSETS OWNED BY CUBA AND CUBAN NATIONALS, CLASSIFIED BY TYPE OF 
_ ASSETS AND LOCATION OF OWNER, JULY 8, 1963

Cuba Not Cuba Unknown

Bull ion,  currency and coin .................................................................................
D eposits .. ..........................................................................................................
Notes, drafts , and debts maturing wi th in 1 yea r...........................................
Other notes, draf ts, and debts to nationa l......................................................
Financial secur ities payable in dol la rs ...... .....................................................
Financial securit ies not payable in do lla rs ......................................................
Interest of associated fore ign perso ns.............................................................
Miscellaneous personal property and liens.....................................................
Real property, mortgages, and othe r rights ....................................................
Interes t in estates and t rust s............................................ . .............................
Insurance policies and annu ities......................................................................
Al l other proper ty...............................................................................................

$3 ,386  
14 ,573 ,714  
33 ,507 ,048  

2 ,4 36, 624  
3,72 7, 570  

71 ,2 91 ,649

128 ,81 9 
477.9 09  
544 ,57 7 

5.305 ,4 26  
12 ,807 ,455

$3 ,673  .............................
2,879 ,9 27  $79,985

2,2 05  16 8,475
1 1 ,1 5 7 ................ .............

226,671 ................ .............
52 ,950  ..............................

407,020 ..............................
6,2 21  ..............................

.........8,5 36 ............... 8,2 62

...................... 175,25 0

To ta l......................................................................................................... 144,80 4,17 7 3,5 98, 360  431,97 2



TABLE II .— VALUE OF U.S. ASSETS OWNED BY CUBA AND CUBAN NATIONALS CLASSIFIED BY TYPE OF ASSET AND 
TYPE OF OWNER

Unincorpo-
Ind ividual Corporation Par tnership rated Other  Unknown 

associations

Bull ion,  currency, and coin....................
D eposits. .. .................... . .......................
Notes, draf ts, and debts maturing

wi thin 1 yea r. .................................
Other notes, drafts, and debts to

na tio na l.. ..............................................
Financial secur ities payable in dol lars . 
Financial securities  not payable in

dollars...................................................
Interest of associated foreign persons. .. 
Miscellaneous personal property  and

liens......................... ..............................
Real property, mortgages, and other

rights ................................. ...................
Inte rest in estates and tr u s ts ...............
Insurance policies and annui ties ...........
All othe r property ............ ......... ......... .

Total..............................................

$3, 386 
10,814, 796

$3,673 . 
5,324, 708 $177,763

33,051 33,289, 724 144,097

1.363,889 
2,667, 838

798, 076 
1,019,124

274,957 
4,840

17,516,747 49,249,439
407,020

..................  135,040 ......................

79,176 1,054 ......................
542.159 ............ ...........................

5 ,3 14 .1 94 ....................  8,030
107,940 370.013 ......................

38,443 ,176 90,597,871  609,687

$54,193 ........ .............
........... . $1,161 ,094

................ 42,381

................. 10,859

................ 262,439

................ 4.5 78,413

$1,072 

168, 475

............  397,679
______  2,418

< '. " '" 4 2 ,5 0 4 ,7 5 2  

54,193 18,960,035 169.547

TABLE I I I .— VALUE OF U.S. ASSETS OWNED BY NATIONALS OF CHINA (MAINLAND),1 CLASSIFIED BY TYPE 
OF ASSETS, DEC. 8, 1950 

[In  thousands of dollars)

Type of asset
Value of assets of 
nationals of China 

(main land)

Bul lion, currency,  and de po sit s.. ............................................................................................................. 61,504Letters  of cred it___________ _________________ ___________ ______________________ ____  24^662Notes, drafts, and debts maturing wi thin  1 yea r............ ............... . ..................... . .........................  5* 207Othe r notes, d raf ts,  and deb ts.......................................... .................................................. ...................  496Financ ial securit ies ........................................................................ ............. ............. .......................24,536Inte res ts of associated fore ign persons 2.............................................. ................................................  2,393Inte rests in estates and tru sts_____________ _____ ________ ______________ __________ _ 348Real and persona l prop er ty3. ..................................................................... ...  . 6,503Al l other property_______ ______________ ________ _____________________ ______________  4,369

Tota l. ............................................................................................................................................... 130,018
Total, exc luding lette rs of c redit ..................................................................................................  105,356

1 No repor ts were received wi th respect to assets of North  Koreans.
2 Excludes amounts due to head of fices of banks by their  U.S. branches. Such amounts  are classified as deposits.3 Includes mortgages and other rights to real property , insurance policies and annuities , and miscellaneous personal property  and personal property  liens.
Note: The figures are rounded and w ill  not necessarily add to totals.

Mrs. Kelly. On page 3 you also re fer to general licenses No. 94 and’ No. 101.
Mr. Weisl. Yes, ma’am.
Mrs. Kelly. You said th at  as of May 1966 these licenses are administered by the Treasury Department.
Mr. Weisl. Yes, ma’am.
Mrs. K elly. Can you describe these licenses briefly for us?
Mr. Weisl. Yes; general license No. 94 was ini tially  entered shortly afte r the termination  of hostilities in World War  II . This returned no moneys that were blocked to anyone or unblocked any moneys. The purpose of this license was to enable the United States  and its citizens to engage in normal futu re trade relations with countries whose assets had previously been blocked.
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In  other words, under the law as it stood at tha t time, we could not  
even have sold goods to Germany or Japa n or other blocked countries 
after the war was over, without  this unblocking license.

So tha t to resume normal trade with continental Europe , it was 
necessary to issue license No. 94.

Even at th at time a number  of countries were still blocked, including 
the neutrals, because we wanted to make sure that enemy assets in 
these neutral  countries were n ot improperly disposed of.

Some years later, in 1953, general license No. 101 was issued to un
block the assets that we had blocked in most of the Western and some 
Eastern European countries in order to retu rn the world to normal 
trad e and commercial conditions as they existed before the  war.

There were exceptions in  general license No. 101 tha t I mentioned, 
of many of the Eastern European countries, because they were not 
honoring the claims of our citizens as to assets in those countries.

Since 1953, as I stated, Bu lgar ia, Rumania, and Poland have entered 
into agreements with us for the usual reciprocal righ ts of citizens; 
that  is, an American who has Polish assets can now’ get them.

So we are whiling to unblock assets in these countries.
Mrs. Kelly. Are you still endeavoring to have agreements made 

with the other countries?
Mr. Weisl. Tha t I cannot say, Madam Chairman. It  is really in 

the domain of Treasury and State. I assume that  efforts, of which this 
committee knows far  better than  I do, are continuing.

Mrs. Kelly. Mrs. Bolton.
Mrs. Bolton. Than k you very much.
On page 4 of your statement,  you referred to the Johnson Act which 

prohib its loans to countries which are in default in their obligations 
to the United States.

Which Eastern European countries fall into that category?
Mr. Weisl. Beyond the Soviet Union, specifically I cannot say. 

I could certainly supply that  information.
Mrs. Bolton. If  you w ould, please.
Mr. Weisl. Yes, ma’am.
(The information subsequently supplied follows: )

E ast er n  E uro pe an  Co un trie s  W it h in  t h e  P r o h ib it io n s  of t h e  J o hn son  A ct

The U.S.S.R. and all the  cou ntr ies  of Easte rn Europe with the  exception of 
Bulga ria  and Albania are governments in defau lt in t he  p aym ent of t he ir obliga
tions to th e United State s. Of these countries . Yugoslav ia is a member of bo th the 
Int ern ati onal Monetary Fun d and the  International Bank for  Reconstruction 
and  Development,  an d is  the refore  exempt from the provisions  of the John son Act.

Mrs. Bolton. W hat is the substance of the opinions rendered by the 
Attorney General regarding  the impact of this statute on East-West 
trade?

Mr. Weisl. Well, the substance is th at the Attorneys General who 
interpreted the Johnson Act did not read it to prohibi t normal com
mercial trade agreements with any country.

They think that  the Johnson Act speaks to  a country selling Gov
ernment bonds or subdivision bonds, such as a municipal bond which 
is not unheard of , even in the  Ea stern  European countries.

Mrs. Bolton. How about military equipment ? That does not come 
into it? They can sell all the guns they want?
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Mr.  AVeisl. I  would  say to the ex ten t t h a t it  is  a no rm al comm ercia l 
tra nsac tio n,  and there are  some normal m ili ta ry  goods sold by p ri 
vate companies  an d w ha t have  you------

Mrs. Bolton. S o the y say.
Air. W eisl . Th e Johnson A ct  it se lf would  not  pr oh ib it it. Other  act s may.
How ever, wi th  th is  caveat, no rm all y we would  sell m ili ta ry  equip 

ment not to a gov ern me nt co rporat ion or  im po rte r bu t to the gov
ern me nt itse lf. Th ere migh t be prob lems. I  ha ve n’t con sidered it.

Mrs. Bolton. Thos e are  some of  the  t hi ng s we worry  abo ut. I f  cer
ta in  types of  c redi t t o Ea ste rn  Eu ro pe  are proh ib ite d by the John so n 
Ac t, and  if  the expans ion  of  the Ea st- W es t trad e dep end s on an  in 
crease in cre dit  extend ed to Eas te rn  Eu ro pe , the n the John son Act 
would have  to  be  amen ded  b efore ou r t ra de  w ith  th at are a could grow , would it?

Mr. W eisl. I  don ’t th ink I would  reall y a gre e w ith  th at , Airs. Bolton.
Airs. B olton. T hat  is wh at  I  wante d you  t o exp lain.
Air. W eisl . Th e nor ma l commercia l tra ns ac tio n wi th an Ea stern 

Eu ropean  country , because of  the  Socia lis t syste ms t here,  req uir es t ra d 
ing  wi th a g overn me nt en tity. T he  meat i mpo rte r is government -ow ned , 
the  banks are gov ernm ent- own ed. AVe have  rea d the Jo hn so n Ac t so as not to p rohibi t th is  kind  of  tran sacti on  at  all.

AVe thou gh t that th e purp ose  of the  Joh ns on  Ac t was to p rev en t these 
gov ernments  in de fa ul t to the  Un ite d St ates  fro m se llin g th ei r ge n
eral  obligation  bonds and securi ties  to Am eri can citizen s bu t no t to 
proh ib it Am erican  exporte rs fro m sel ling th ei r goods even tho ug h 
they  had to go to th e centr al bank  o f thes e cou ntr ies  fo r financ ing.

Airs. Bolton. Tha nk  you.
Airs. K elly. Air. Hays.
Air. H ays. Air. Weisl,  h as the  D ep ar tm en t ever  prosecuted anybody fo r vio lation of  th e Exp or t Control Ac t?
Air. AVeisl . Air. Ha ys,  I don’t know  the answ er. I  am in the civ il 

div isio n. I  will  be ha pp y to re fe r the  que stio n to the div isio ns in the 
Dep ar tm en t th at hav e jur isd ict ion and find  out the answ er.

Air. H ays. Tha nk  you.
AATe had some discussion the oth er day abou t th is  and I go t the  

imp ression fro m the witness, I can’t rem ember  which  one it  was, th at  
no one ever re ally viola tes  the Exp or t Contro l Ac t.

I was wo ndering  if  someone could shed some lig ht  on it, whether 
the re were vio lat ion s or  wh eth er it  works so well th at people un de r
sta nd  wh at the y are doin g, an d if  they  do n't  ge t permissio n they don’t exp ort .

Mr. AVeisl . Aly impressio n is, fro m general  knowle dge  and no t 
fro m my du ties in the De pa rtm en t, th at  there hav e been no pro sec utions in th is area.

I  would  like  to  che ck the  record to be abs olu tely  cert ain . I  am almost pos itive  th is is tr ue .
Air. H ays. That  is all  I  have .
Airs. Kelly. Air. Buc hanan.
Air. Buch ana n. Fo llo wi ng  up  on Air. Hay s’ question, will  you 

fu rn ish  not only  convic tion s bu t any  evide nce of vio lation?
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Mr. Weisl. Yes; I m ight add in general we would not, of ourselves, 
have information on violations. In general, i t would be re ferred to  us 
by the agency having the administrative control over the program.

Mr. Hays. Wha t I had in mind was whether you had any refer red to  
you and if so, what did vou do ?

Mr.W eisl. We will be happy  to find out about tha t, Mr. Hays.
Mr. Buchanan. Tha t is all I  have.
Thank you, sir.
Mrs. Kelly. In  other  words, to your knowledge, you have not prose

cuted any and you are not aware of how many have been reported  for 
violation ?

Mr. Weisl. No; I  am not. I am sure t ha t information exists. Not 
being in tha t end of the Department and not having anticipa ted this  
would be an area of inquiry, I regre t to say I haven’t  the informat ion 
at hand.

(The information furnished follows:)
P rosec utions  for V iola tio ns  of th e E xport Control Act

There have been numerous  prosecutions by United Sta tes  Atto rneys und er 
the  Expor t Contro l Act. However, the  decisions  in these  cases have not been 
repo rted and  thus,  the re is no reference  to them in the ann ota tions to Section 
2025 of Titl e 50 of the  United Sta tes  Code Annotated.  Between 1955 and  1907, 
36 cases under the Export Control Act were filed involving some 44 defendants. 
Of these  defendan ts, 29 were found guilty , three  were  found not guilty , and  the 
charges against  10 were dismissed.

Typical ly, prosecution und er the Expor t Control  Act is ins titute d af te r the  
Burea u of Customs seizes goods which are being shipped out  of the  United 
Sta tes contrary  to the  export control regu lations. Customs reports  such at 
tempted exporta tion s dire ctly to the  app rop ria te United Sta tes  Attorney. When  
the individuals or business firms involved are  subject to the juri sdic tion  of the 
United Sta tes and  the evidence  of viola tion seems sufficient, prosecution is 
usually  ins titu ted.

In  addit ion  to the  cases referred  by th e Bureau of Customs, the  D epartment of 
Commerce, unti l recen tly, sent to the  Criminal Division an average  of one repo rt 
a month deal ing with violation s of the  export control regu lations. Most of the  
offenses so repo rted  were comm itted  in oth er countrie s, for  example, by tran s
shipm ent of American-made goods from West European countrie s to Soviet-bloc 
des tina tions or  to Cuba. P rosecutio n has  generally declined in these m att ers  p rin 
cipal ly .because (a) most of the  viola tions  did no t appea r to be of a  partic ula rly  
serious na ture ; (b) the ind ivid uals involved were almo st invariably citizens of 
ano the r country  who were  unwilling  to submit themselves to the  juri sdictio n of 
the  United States (expor t control  offenses are not  extra dit ab le)  ; (c) the  firms 
involved were foreign countri es with  no United  Sta tes  ou tle ts;  (d) most of the  
evidence and witnesses were overseas and unavail able  for  prosecutive pu rpose; 
(e) the  financial value  of the commodities involved was  ordinar ily  not high ; ( f ) 
the commodities  often had  litt le, if any, stra teg ic va lue ; and  (g) mean ingful 
adm inistrative sanction s had  been imposed by th e Department of Commerce.

In February, 1968, in the  int ere st of grea ter  efficiency and  economy, it  was 
decided th at  the Department of Commerce would no longer  send to the Crim inal 
Division reports  of minor offenses which involved no th re at  to the  security or 
nat ional interests of the United States, where the  offenders are foreign  national s 
beyond th e j urisdictio n of the United States, and  w here adminis tra tive sanc tions 
have been imposed by Commerce. However, Commerce continues  to for ward to 
the  Criminal Division info rmation  regarding flagrant viola tions  of the  exp ort 
contro l regula tion s; th at  is, those which involve th reats to the  inte gri ty of the  
export control regulatory  system o r will ful shipments or transshipments  of larg e 
quanti ties  of stra tegic ma ter ials to Communist o rien ted countries.

Mrs. K elly. Mr. Roybal.
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Mr. Roybal. Madam Chairman, I would be interested in finding out 
what the Johnson Act is. Wi ll you describe it or submit the informa
tion for the record ? 1 And then also find out  what type of credits are 
actually prohibi ted by the Johnson Act.

Mr. Weisl. The opinions, copies of which have been furnished, fend 
to indicate th at normal t rade  transact ions, similar in form to  the  ones 
tha t would occur with any private commercial firm, are not proh ibited 
by the Johnson Act.

It  is actual Government obligations  in the sense of Government 
bonds or securities that  are covered by the  Johnson Act. It  is not a 
prohibited transac tion where you sell goods to a government simply 
because the Socialist government is the buying agency and they give 
you some kind o f notes or other evidence of the debt.

In other words, the normal credit transaction is not prohibited 
merely because the agency extending  the credit or making the promise 
is the Government.

Mr. Roybal. Then there is nothing unusual about the prohibition  
you might find in the Johnson Acts

Mr. Weisl. Pardon me?
Mr. Roybal. There is nothing unusual about any prohibition you 

might find in the Johnson Act?
Mr. Weisl. I think  the only prohibit ion, as the various Attorneys 

General have interpreted it, is against  the sale of the bonds or 
securities.

Mr. R oybal. I had the impression that  the Johnson Act was some
thing completely different and most unusual.

Mr. Weisl. I think it is unusual to foreclose a government from 
selling its bonds and securities in an American market.

Mr. Hays. Would the gentleman yield?
Mr. Roybal. Yes.
Mr. Hays. When you are talkin g about a government which is in 

default on any debt to the United  State s or obligation to the United  
States, would th at include such a th ing  as the repudiation of the  bonds 
of the Government of Russia prior  to 1917?

Mr. Weisl. Yes, indeed; I think  it would, Mr. Hays.
Mr. H ays. Even though they are owned by individuals?
Mr. Weisl. Yes; that is right.  I believe so. Again, I believe there 

is a sufficient amount of governmental obligation to our Government 
by Russia to qualify under the prohibition.

Mr. H ays. Assuming th at the Government of the Soviet Union has 
repudiated the Czaris t bonds, which I understand they have, and there 
are a good many of them held in this country, I  am told by individuals , 
suppose there is no Government obligation anymore, would the Johnson 
Act still prohib it them from selling other bonds in this country  be
cause theyhave repudia ted bonds which American citizens hold? I 
am just curious about it.

Mr. Weisl. The statute specifically says, “obligations to the United 
States.” 1 think, therefore, it would relate only to obligations to our 
Government, not to our citizens.

Mr. Hays. Thank you.
Mr. Roybal. I have no more questions.
Mrs. Kelly. I would like to have one issue cleared up if possible.

1 Se e p. 199.
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How do you prosecute a fo reign subsidiary of an American corpora
tion which may have violated our laws on East-West trade ; and where 
can you prosecute them ?

This has been a question tha t we have had raised previously before 
this committee. We have not been able to get an answer.

Mr. Weisl. Madam Chairm an, i f you would allow me in my perhaps 
overly careful lawyer-like way to do a research job on th is question 
which I first heard of a few moments before my testimony began, I 
would like to try  to answer that .

I cannot offhand give you an answer th at I feel I would be wil ling 
to stand on. But I would like the op portunity to give you a reasonable 
legal statement  of that  problem.

Mrs. Kelly. We will accept tha t for the record, and I wish you 
would go into it thoroughly. Name the  companies involved, with whom 
they have been tra din g illegally, and so on. Also, in some cases, if it is 
illegal for the parent corpora tion to engage in some activities, why is 
it not illegal fo r the subsidiary ?

Mr. Weisl. To the extent that  we have the specific informat ion 
about specific companies in our Department, which may not be the 
case, we will certainly t ry  to do that.  I f not, we can certa inly give you 
a legal statement  as to what the legal problems are in such 
prosecutions.

Mr. Hays. Will you yield ?
Mrs. Kelly. Yes; you have been interested in this problem fpr a 

long while, I know.
Mr. H ays. T am not a lawyer but it seems to me if you do not  have 

any cases in your file tha t you have prosecuted and had a decision 
on that  you are going to have a good bit of trouble arriving  at any
thin g tha t is really worth much.

I am sure your opinion is worth something but unless you have 
tried  to prosecute subsidiaries of American companies and have deci
sions from the courts about whether you can and where you can or, 
if it is in a foreign country, whether there is any way you can prosecute 
in the United States or whether you can prosecute the parent com
pany, it seems to me i t is quite a legal thicket here and T don’t know 
if there is any p ath throu gh it. I will be curious to see what you come 
up with.

Mr. W eisl. I t may well be t ha t we have had prosecutions in areas 
other than  in the trad e area, involving subsidiaries, perhaps  under 
tax laws.

Mr. Hays. I  will be glad to see the history.
Mrs. Kelly. I would like to pursue tha t further.  If  a subsidiary 

in a foreign country opera tes there with any of our Federal funds, our 
assistance, or aid under any act of ours, I would like to know the agree
ments involved and all related issues.

Mr. Weisl. To the extent tha t we have that,  I will be glad to 
furnish it.

Mrs. Kelly. I am sure you must have it. There are several com
panies from New York tha t I could name at the moment which have 
subsidiaries opera ting in other countries and may have encountered 
some of these problems.

Mr. Weisl. Yes, of course. I  think, in  the trade  field it is in order to 
have some connection with the  American parent in the transac tion 
at some point.
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Aft er all, goods have to originate in this country if they are to be 
sold to another country.

Mrs. K elly. I  think  you should look a t it even beyond the moral 
obligations of the parent  company.

Mr. Weisl. I repeat, we would not have information  on specific com
panies, unless it has come to us in the form of complaint from some 
other  agency. We, on our own would not investigate these transac
tions.

Mrs. K elly. Then, in other words, you will go back and check on 
all these questions and give us a report ?

Mr. Weisl. Yes.
(The following statement was subsequently supplied:)

Near the close of my testimony you expressed grea t interest in exploring the 
possibilities of prosecuting a subsidiary of an American corporation tha t may 
have violated our laws relating to East-West trade, whether illegal conduct of a 
subsidiary abroad could be charged to the parent company in the United States *
and the various ramifications of those hypotheses. Unfortunate ly, there appears 
to be no record within the Department of any prosecutions in this country  against 
subsidiaries which may have been guilty of such conduct or against thei r parent 
companies here. However, any a ttempted prosecutions for violat ions of East-West 
trade  regulations would certainly  be beset  by the same difficulties outlined above 
concerning offenses committed in other countries. A legal solution to the hypothe
ses posed by you dur ing the hearing depends so crit ically upon the fact s of each 
case th at I am now persuaded tha t a meaningful legal discussion of those issues 
can only be attempted in the context of an actual factual situation.

Mrs. Kelly. I understand you want to leave at the end of your 
testi money ?

Air. Weisl. I would like to leave, Madam Chairman, so I  can get to 
work on these difficult questions.

Mrs. Kelly. We will be glad to excuse you. Thank you so much.
I shall now call on Mr. Myron Kratzer, Assistan t General Manager 

for Internatio nal Activities, Atomic Energy Commission.
Mr. Kratze r, your very detailed and informative statement was de

livered to us yesterday. I am certain tha t the members of the subcom
mittee have had an opportuni ty to review it. I would suggest, therefore, 
in order to expedite this hearing, that  you place the full statement  in 
the record at this point and proceed to summarize i t for us. I  would 
hope th at you could restr ict your summary to not more tha n 10 min
utes so tha t we will have an opportuni ty to question you.

STATEMENT OF MYRON B. KRATZER, ASSISTANT GENERAL MANA
GER FOR INTERNATIONAL ACTIVITIES,  U.S. ATOMIC ENERGY
COMMISSION

Mr. Kratzer. Yes, ma’am; I cer tainly can.
Airs. K elly. I know several of us have o ther commitments and th is 

makes the procedure I  suggested necessary.
Air. Kratzer. I will submit my complete statement for the record 

and summarize it for you at  this time.
(The statement refer red to follows:)

Statement of Myron B. Kratzer, Assistant General Manager for Interna
tional Activities, U.S. Atomic Energy Commission

Madam Chairman and Members of the Committee, I am happy to have this 
opportunity to discuss with you the role of the Atomic Energj’ Commission in 
East-West trade and several related subjects in which you have expressed 
an interest.
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Since I have  not previously had the  privi lege of appearing before  thi s Com
mittee, I should like to identify myself and  give you a brie f summary of my back 
ground. I am the Assist ant  General Manager for In ter na tio na l Activ ities of the  
Atomic Energy Commission. I was  educ ated  as a chemical engineer. Dur ing my 
mi litary  service in World  Wa r II  I was  assigned to the  Ma nha ttan  Distr ict  and 
was engaged  in technica l work at  the  Los Alamos Laboratory. Since joining the 
staff  of the  Atomic Energ y Commission in 1951, I have  held a var iety  of jobs in 
the Commission’s production program, its domest ic civil ian applicat ions  pro
gram, and, since 1958, in it s in ter na tio na l program.

The Atomic Energy Commiss ion’s responsibilit ies in the field of East -West 
tra de  fal l into two broad  ca tego rie s: th at  in which it exerc ises dire ct licensing  
au tho rity and that  in which it serves in an advisory capacity to other Govern
ment  departm ents.

Under the  Atomic Energy Act of 1954, th e Commission has  licensing autho rity  
over the  export of a num ber of item s of dire ct importance in the field of atomic 
energy. These include wh at is ref err ed to in the Atomic Energ y Act as special 
nuc lear mater ia l; th at  is, the  fissionable materi als  Uranium-233 , Uranium-235 , 
and  p lutonium ; source ma ter ial  which  includes na tura l or depleted uranium and 
tho riu m;  production  and  uti lization faci litie s, i.e., nuc lea r rea cto rs;  and  by
produc t ma terial, which  means  rea cto r produced radioac tive  isotopes. In these  
areas of licensing autho rity  the Commission, of course, plays a direct  role in 
Eas t-W est tra de  regulat ion thro ugh  the issuance of licenses  or the denial of ap
plications to exp ort the se commodities to the Soviet bloc. Under Section 57b. of 
the  Atomic Energy Act, the  Commission also has the  broad author ity  to contro l 
any act ivi ties  by U.S. par tie s which involve engaging “direc tly or indirectly  
in the  production  of any specia l nuc lear materi al outside of the United Sta tes .” 
Activitie s which fa ll within  the  prohibitio n of Section 57b. may only be under
tak en either  with the  authorization  of the  Commission or under an Agreement 
for Cooperation entered  into under th e Atomic Energy Act.

The Commission also plays an active role in the  regu lation of E ast-W est trade  
in many items which  normally fa ll under the  licensing autho rity  of the Depar t
ment of Commerce, or in some oases the Department of State. In genera l, the 
commodi ties in thi s category are  those which have both atomic energy and non- 
atomic energy applications. Through the  Advisory Commit tee on Exp ort Policy 
and the  Economic Defense Advisory Commit tee and  their working groups, the 
Commission provides technical advice  to the  oth er Government agencies con- 

-cerning  appl icab ility  of these  items to atomic energy purposes. This  includes 
prov iding  techn ical advice to the  Departm ent of Sta te on COCOM embargo 
list items as  well as i-equests for  exceptions to the embargo made by COCOM 
countries .

In  car rying out its  responsibilit ies in both these categories , the  Commission 
is guided, as set for th in the  Atomic Energ y Act, by the paramoun t object ive of 
making the maximum con tribution to the common defen se and secur ity. We do 
not favor the  export to the bloc of items which  can con tribute  to  the improve
ment  or achievement  of a nuc lear weapons capability. There  a re, however, items 
rela ted  to atomic energy which have  no stra teg ic impl ications and which can be 
used in legi timate peace ful appl ications, often  of a huma nit ari an  nature . The 
Commission feels tha t, in appro priate  cases, the export of these items should  be 
perm itted .

Under the  Atomic Energ y Act. the  two classes of art icles which are most 
important to the und ertaking of atomic energy activities—special nuc lear mate
ria l and nuclear  reac tors—can be exported from the United Sta tes only pursu ant 
to an Agreement for  Cooperation ente red into und er the  Atomic Energy Act. 
Other items for  which the  Commission has  direct  licensing author ity , include 
source m aterial  and  byproduct ma ter ial . Source ma ter ial  and byproduc t ma ter ial  
can be exported either (1) und er an Agreement for  Cooperation or (2) upon a 
finding by the  Commission th at  the export is not  inimical to the intere sts  of the 
United States.

Agreem ents for  Cooperation are  ente red into  under a care fully prescribed 
procedure set forth  in the  Atomic Energy Act which includes in general term s 
approval  by the President  and a determinaton by him that  th e agreement  will not 
constitute an unreasonable  risk  to the  common defense and security,  and submis
sion to the Joint  Committee on Atomic Energy, where it must lie for a 30-day 
period  before becoming effective. Each Agreement for Cooj>eration in the civil uses 
of atomic energy contains  a guara nte e by the cooperating coun try that  the mate
ria l and equipment supplied und er the  Agreement  will be used only for i>eaceful
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purposes and  will not be tra nsfer red  outside of the receiving coun try withou t the 
agreement of the  United State s. In addit ion, as I will explain later,  these agre e
ments contain unique and im por tant provisions  which call for safegu ards to  insu re 
compliance wi th these gu aran tees .

Although ther e is no s tatuto ry bar  to ente ring  into an Agreement for Coopera
tion with a Soviet bloc country, no such agreemen t has  been entered  into  and it  follows, therefore, that  no special nuc lear materi al or reactors can be expor ted 
directly from the United States to a Soviet bloc country. There are cur ren tly  in effect 31 Agreements for  Cooperation in civil uses of atomic  ene rgy with 30 coun
tries, with the  E uropean Community for  Atomic Energy (Eura tom ) with which 
we have  two agreements, and  with the  Intern ational Atomic Energy Agency 
(IAEA). The IAEA is an autonomous intern ationa l orga niza tion  with in the 
United Nat ions family,  with  hea dquarte rs in Vienna, Aus tria.  It  has  a cur ren t 
membership  of 98, including the United States, as well as the  Soviet Union and most members of the Sovet bloc. Membership in the  IAEA is open to any nation 
which is a  member of the  United N ations or  any of its specialized agencies.

Under  our  Agreement  for  Cooperation with the IAEA, the  United States has 
agreed to make avail able  up to 5070 ki lograms of U-235 a s well as much smaller 
quanti ties  of the o ther  fiss ionable mater ials , plutonium and  U-233. This  m aterial  
may be dis trib uted by the  IAEA to its  members under agreements between the 
Agency and  th e receiving na tion s which g uar ant ee th at  the ma ter ial  is to be used 
only for  peace ful purposes , und er Agency safe gua rds  where  appropriate. These 
agreements must be approved by the  Agency’s Board of Governors , of which the  United Sta tes  is a pe rmanent member.

Under thi s agreem ent, the  United Sta tes  has  supplied approximate ly 100 gram s of Uranium-235 to the IAEA for basic research  purposes in Rum ania  in 1966.
In addi tion , unde r the  same agreement the United States has  supplied about 

2.7 kilogram s of U-235 of 20% enr ichm ent and several grams of 90% enriched materi al as fuel for  a research  rea cto r purchased by Yugoslavia from a United 
Sta tes firm. This reacto r was  completed and inaugu rate d in 1966. Approximate ly 
764 grams of U-235 required as replacem ent fuel for  thi s rea cto r will be pro
vided through  the  IAEA th is year.

With  respec t to exports  of source ma ter ial  and byproduct ma terial, since the  
passage of the Atomic Energy Act of 1954, the  Commission has  approved 83 ex
por ts of radioisotopes to seven Easte rn European  countries  in the Soviet bloc, 
including the Soviet Union. In  every case the  m ate ria l has  been needed for medical r esearch or therapy, or for other peaceful research  purposes an d has  been of a 
kind and  quant ity  to which no strate gic  value attaches. Similarly, the  Commis
sion has  approved 12 shipments of source mater ial in small qua nti ties to Soviet 
bloc countries for peaceful non-nuclear re search purposes .

Last year , the  Atomic E nergy Commission e stablished two new genera l licenses 
author izin g expo rts of small research  quant itie s of radioisotopes when conta ined 
in labeled organ ic or inorganic  compounds to the  Soviet bloc except Ea st Ger
many.  The  Commission issued these general licenses as a fu rth er  step to en
courage the  peaceful and beneficial uses of atomic  energy and to fac ili tat e export 
sales  by simplifying a dministrative licensing procedures. The Commission’s decision to issue these  general licenses was  based on the  conclusion  th at  the  radio
isotopes, in the quanti ties  and forms auth oriz ed for expo rt by the  genera l licenses, 
would not  reveal classified information , would have no str ate gic  significance 
and their exp ort to these  Soviet-bloc coun tries would not  be inimical to the  common defense and securi ty of the U nited  States.

Under Section 57b. of the  Atomic Energy Act, as I have  a lready  indica ted, any 
activity  which con stitutes directly or  indi rect ly engaging in the  production of 
special nuclear ma ter ial  abroad  may tak e place only under an Agreement for 
Cooperation or when auth oriz ed by the Commission. The Commission has  issued 
a regulation. Par t 110 of Titl e 10 of the  Code of Fed era l Regulations, und er 
which the  Commission gene rally  author ized such activities in non-Soviet bloc 
count ries, so long as they do not  involve the  communication of any classified 
information. Thus, engaging in these act ivit ies in Soviet bloc coun tries  still  requires specific author iza tion by th e Commission.

The Commission has  author ized relativ ely  few exceptions to the  prohibition  
und er Section 57b. involv ing the  Soviet bloc and these  have  involved only activi ties of a general inform atio nal  na tur e. Activities car ried out  by the Com
mission or through  its sponsorship require  no such author ization . Furtherm ore,  
the Commission has  made a general author ization  concerning par ticipat ion  in
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unclassified meetings or confe rences sponsored by educ ational ins titu tions,  labo rato ries , and scientif ic or technica l orga niza tions as well as act ivi ties  in fur the ran ce of exchange programs approved by the Department of State .
I should like now to say a few words about the Commission’s advisory role concerning expo rts th at  are  licensed by other Government agencies  or exports  by oth er nations  which are  members of COCOM. The Commission partic ipa tes  in these  act ivit ies both at  the  stag e of the development of app rop ria te lis ts of commodities which have an atom ic energy  application, and of the  dete rminat ion  

whether specific proposed exp orts  of these  commodities should  be perm itted. I have  a lready noted that  these items a re  usual ly of a dua l purpose nature , having both nuc lear  and  non-nuclear applicat ions . The primary function  of the  Commission in advising on the  export of these items  is to eva luate from a technica l stan dpoin t the ir potent ial str ate gic  significance in the  atomic energy field.When a proposed exp ort of such  an  item app ears to l>e for  a legit imate nonnuc lear  application and  the  item  would have no stra tegic value even if diverte d to a nuclear  applicat ion,  the Commission  interposes no objection to its  export. When an  item is requested for a nuc lear use which in our judgmen t is  of stra teg ic 
impor tance, or if it  would have strate gic  importance  i f dive rted to  a  nuc lear  use, the  Commission brings these f ac ts to t he  a ttenti on  of  the appro priate  agency and may recommend th at  the  exix>rt be denied. Examples of some exports  to the  Soviet bloc th at  have been denied are instruments  capable of precise mea sure ments of nuclear  weapons te st  debris, neutron  generators,  envi ronmental tes ting equipm ent, nickel powder, bery llium  and  lithium.

No discussion o f t he subject of intern ational coope ration  in a tomic energy ma tter s would be complete  witho ut inclusion of the  topic of safeguards, to which  I 
have  briefly ref erred alre ady . I believe th at  thi s sub ject has  received fa r less public att ent ion  tha n it  de serve s and  am  par ticula rly  pleased to have this oppor
tun ity  to mention it to th is Committee with its  impor tan t special  responsibi lities  in th e field of foreign affa irs. The Commission ha s a ttac hed  th e hghest im portance 
to sa feguards since th e inception of th e In ter na tio na l Cooperation Program u nder the  1954 Act and, recen tly, in recognition of its  g rowing significance has created  a new Office of Safeguards and  Ma teri als  Management in which responsibi lities  for  both domestic an d in ter na tio na l safegu ard s are centralized.

The objec tive of safegu ards is to ensure  agains t the  d iversion of n ucle ar materia ls and equipment from peaceful  to mi litary  uses. The safegu ards systems in use throug hou t the  world minim ize the risk  of such diversion. These systems include on-site in spection by saf egu ard s personnel to account for  and observe the  prop er use of nuclear ma ter ial . In our  Agreements  for  Cooperation negotiated und er the 1954 Atomic Energy Act, we have secured provisions  for  inspectors to enter  the te rri to ry  o f the cooperating coun try with broad  rights  of access to all 
necessary places  and da ta in ord er to  accou nt by actua l physical inspec tion for  the ma ter ial  supplied by the U.S. The unprece dented na ture  of the se broad rights  of access by na tional s of one country  in the ter rit ory of ano ther for  inspection purposes  is not generally recognized and, in the  opinion of the  Commission, con
sti tutes  an important development in intern ational rela tions.

Ini tia lly , the safegu ards which I am describing were of a bil ate ral  n ature. They were  conducted  by United Sta tes  personnel in the  te rri tory  of the othe r country. 
The  United States, however, has long believed th at  safe guards und ertake n by int ern ational organizat ions ar e prefera ble  to those  conducted bila tera lly.  While the re are a number of reas ons  for  th is belief, the most impor tan t is th at  of cred ibili ty.

When we supply  atomic energy ma ter ial s or equipment to ano the r nat ion for  peaceful purposes, we are  interested not  only in assuring ourselves that  the  commitm ent to peacefu l uses  is  being observed but  also in assuring the  world at large of this . This object ive can best  be met by verification by internatio nal  organiz a
tions of the  broade st possible membership. We. there fore , have for some time followed the  policy of tra ns ferri ng  the  implementation  of safe gua rds  to int erna tional  organizations .

The  intern ational organiz ations with which we cooperate in this way are  the 
International Atomic Energy Agency and Eura tom. Both of these  orga niza tions have safeguards rig hts  in their  basic cha rte rs very sim ilar  to those  contained in our  bila ter al agreements , and have developed safe gua rds  systems reasonab ly comparab le to ou r own and to each others .

When we supply  ma ter ial  thro ugh  the  IAEA, as we have  in severa l cases, the  Agency’s saf egu ards are automatic ally  applied. In addi tion, even when we supply 
ma ter ial  bilate rall y, we can reques t the Agency to apply its  safeguards to that



mater ial . Today IAEA safe gua rds  ar e being applied  in more tha n 20 countr ies which have  received United Sta tes nuc lea r ma ter ials or equipment, and similar  arra ngement s are  being nego tiated with severa l other coun tries . Through our Agreement for  Cooperation with Euratom , the materi als  which we export to the Euratom member sta tes  are  subject to Euratom  safeguards. Our Agreement also contains provisions which enable  us to assure  ourselves of the  adequacy of these  sa feguards . In the case of  the IAEA, we have that  same opportu nity  through our  membership  in the organization and its Board  of Governors.
The development of safeguards has  not been confined to the  achievement of a serie s of theo retical rights. These rights  have been extens ively  and,  we believe, effectively implemented by the  United States unde r its  bilate ral  arrangements, as well as by the IAEA and by Euratom.
More than 750 safeguards inspect ions have been car ried out by the United Sta tes bilaterally since safegua rds  were ini tiat ed in 1957. Euratom h as conducted more tha n 700 inspections and the Inte rna tional  agency is applying its  system to more tha n 55 fac iliti es in 30 count ries. So far,  no safegu ard  arra ngemen ts are  in effect in the Soviet bloc proper, although the reactor and fuel  supplied  to Yugoslavia , to which I have already  refe rred , a re under IAEA safeguards.  Nevertheless, for  severa l years the  Soviet Union has cooperated closely with the  United  Sta tes and  other nations in supp orting the development of an effective IAEA safegu ards system, even though it has not agreed to the application of this system to any of its own activ ities . The Commission believes th at  the introduct ion of safegu ards into  countries  in the Soviet bloc would be a  signi fican t Step fo rward in achieving the worldwide acceptance of these imp ortant contro l measures.The safegu ard s which I have described have, we believe, alread y made an important contribution to our nat ional policy of avoiding fu rthe r pro life ration of nuc lear  weapons, by in suring that  peaceful nuclear ass ista nce  supplied by the  U.S. and  other like-minded countries  is not diverted to mil itar y purposes. Their  contribution to this goal will be increased stil l fu rth er  when a widely adhered  to non-pro liferation  t rea ty,  under which non-nuclear nations  agree to place the ir en tire  peace ful nuclear programs und er safeguards, comes into  effect.I should like to turn now to the ma tte r of our  exchange program with  the Soviet bloc in the atomic energy field.
At the outse t, I wish to emphasize th at  this program deals  exclusively with unclassi fied, peaceful appl ications of atomic energy, and all  visi ts and assignmen ts by Soviet and Soviet bloc scientis ts to AEC fac ilit ies  take place under  arr ang ement s carefully  designed  to insu re that  no compromise of classified info rma tion  tak es place.
An arrang ement  for U.S.-Soviet exchanges in the  peaceful uses of atomic energy was first proposed during the visi t of  Soviet Premie r Khrushchev in September  1959. On November 24. 1959, Cha irma n McCone and  Professor Emelyanov signed a Memorandum on Cooperation which provided for reciprocal exchange s of visit s and information in several unclassified fields of peaceful app lica tions of nucle ar energy. The McCone-Emelyanov Memorandum was an addendum to the 1960-61 overall  U.S.-USSR Exchanges Agreement. Following conclusion of the Memorandum. Cha irma n McCone and  Professo r Emelyanov led groups on reciprocal tou rs of nuc lear energy labo rato ries  and  power plan ts in the  USSR and U.S., respectively. These were followed by more detailed exchanges of  visits  by scien tists in the fields of high energy physics and controlled thermo nuc lear reactions.
A new Memorandum on Cooperation was concluded in Moscow on May 21, 1963. This  Memorandum  was an annex to the  1964-65 overal l Agreement and provided for exchanges in eigh t unclassif ied fields of peaceful uses of atomic energy. Under its  terms , we have completed a number of successful exchanges with  the USSR involving delega tion visits,  researc h assignments , and the  tra nsmi tta l of scientific  and  techn ical documents.
Groups, usually  consi sting  of 7 to  10 specialists , have  visited scientific establishmen ts in the  U.S. and  USSR on a reciprocal  basi s for periods on the order of two weeks. Visit s have taken place  in the  fields of nuclear  power reactors,  plasm a physics , low energy physics, solid sta te physics, rad ioac tive  waste disposal, the use of  medical tracers, and radioeneurology. Over one hu ndred scien tists from both sides  have partic ipa ted  in these visits . In addition , exchange resea rch assig nments of several m onths dura tion have been completed by 5 Soviet sc ienti sts and 5 U.S. scientis ts at  unclassified labora tori es in the fields of high energy physics  and  contro lled thermo nuc lear react ions.
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Documents continue to be exchanged under the terms of the Memorandum 
with shipments of about 10-12 documents going both ways on approximately a 
monthly basis. To date, a to tal of more than  600 documents have been furnished 
to and received from the USSR. All documents sent to the USSR are  unclassified 
and are available  to U.S. users as well. Documents received from the USSR are 
incorporated into Nuclear Science Abstracts  and can be made available to U.S. 
users on request. A large percentage of the  Soviet documents are obtainable in the 
U.S. through this means long before they can be obtained through other sources.

Most of the projects provided for in the 1963 Memorandum have been com
pleted. Proposals have been made to the Soviet Union for renewal of the 
Memorandum to provide for similar exchanges in the future.  No definitive 
response to our proposals has been received. However, we anticipate tha t dis- 

w  cussions of the renewal will take place at the same time that  a new overall
exchange agreement is discussed.

Another area  of exchange with the USSR in which the AEC is involved 
is tha t of desalting of sea water. An Agreemeent on Cooperation between the 
USA and the USSR in the field of Desalination, Including the Use of Atomic 
Energy, was signed in Moscow on November 18, 1964. It  was agreed to engage

* in “wide scientific and technical cooperation in the field of desalination” in
cluding the exchange of documents, scientific meetings to discuss problems and 
projects, and reciprocal visits  by technical experts. Although this Agreement 
was renewed fo r another two years in 1966, when it was due to terminate, only 
a modest number of documents have been exchanged. No visits have taken place 
since the 1964 visits to desa lination facilities in the U.S. and Soviet Union made 
in conjunction with the negotiation and signing of the Agreement.

One area of part icular in terest in the  field of U.S.-Soviet cooperation is tha t of 
high energy physics. This field of basic research is entirely unclassified and has 
long been characterized by open publication and exchange of results by scientists 
all  over the world. The basic research too of high energy physics is the electro
magnetic accelerator, which speeds up partic les of matte r, such as protons, to 
energies of billions of volts.

Last  year, Agreements were reached with the  Soviets by both France and 
the European Organization for Nuclear Research (OERN), for cooperation 
in the use of the Serpukhov Accelerator. The AEC has offered to  explore the 
possibility of cooperation between U.S. and Soviet teams to  conduct experiments 
which joint  groups of U.S. and Soviet sc ientists  would propose. Under such an 
arrangement, the AEC would provide the equipment for  the experiments and 
reciprocal opportunities would be offered to the Soviets when the National 
Accelerator Laboratory comes into operation. At this point, our proposals 
are under consideration by the USSR State Committee on the Utilization of 
Atomic Enegry and we are aw aiting a definitive response.

Unclassified exchanges wi th the Soviet Union and other nations in the Soviet 
bloc do not require the existence of an exchange agreement, although the 
Memoranda which have been in effect in the past have been impor tant in 
facilit ating  formal exchanges on both sides. A number of other, more informal

* exchanges have taken place both before and during the periods covered by 
the Memoranda on Cooperation and are  continuing to take place. Both sides 
have permitted partic ipation  of each others scientists  at  professional meetings 
and have permitted,  in connection with  these conferences, laboratory visits 
and other opportunities to observe work in progress.

* In addition to our exchanges with the Soviet Union, we have engaged in 
similar  activit ies with a number of the  countries in Eastern Europe. In addi
tion to visits and conference attendance, scientists from Soviet bloc countries 
have worked, or are now working, in a number of atomic energy insta llations 
and atomic energy projects at  univers ities in areas  which do not involve 
national security. While AEC and AEC contractors have not partic ipated re
cently in extended research assignments in Eastern Europe, they do continue 
to visit nuclear installat ions in Poland, Rumania, and Czechoslovakia, as well as 
partic ipate in an increasing number of conferences which are convened in 
those countries.

For some time Rumania has been actively considering purchase  of a large 
nuclear power reactor in the West and Rumanian officials have inquired on 
this matter of both U.S. Government officials and priva te U.S. firms. At the 
present time, it appears tha t Rumanian interest is centered on a reactor of 
the heavy water, natura l uranium type, which does not employ enriched 
uranium, and which is not manufactured by U.S. suppliers. If  Rumania decides 
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to  bu ild th is  ki nd  of  re ac to r,  it  w ill  ne ed  a so ur ce  of  he av y w at er . A U.S.  
firm en ga ge d in  th e de sign  of  he av y w ate r p la n ts  has mad e a p re lim in ar y  
pr op os al  to  th e  R um an ia n G ov er nm en t in  re sp on se  to  it s  inq uir y’.

Of  p a rt ic u la r no te,  w as  C hai rm an  Sea bo rg ’s vis it  la s t Octo be r, as a gu es t 
of  th e Pol is h Gov ernm en t, to  ta ke p a r t in th e  ce le bra tion of  th e  hundre dth  
ann iv ers ary  of  th e b ir th  of  M ar ie  Cur ie . The  C ur ie  C en te nar y Cel eb ra tio n 
w as  at te nded  by dis ting ui sh ed  nucl ea r sc ie nti st s fr om  al m ost  ev ery m ajo r 
co un try to  ho no r th e di sc ov er er  of  ra d io acti ve m at eri a ls . Dr. Se ab or g w as  
af fo rd ed  th e op po rtun ity to  p re se nt th e  co nc ludi ng  ad dre ss  on  th e “F u tu re  
Per sp ec tiv es  fo r App lic at ion of N ucl ea r Sc ien ces.”  H is  part ic ip a ti on  in  th es e 
pr oc ee di ng s w as  ex trem el y wel l rece iv ed  by th e Pol is h sc ient if ic  comm unity ’ 
an d we ll pu bl ic ize d by th e Pol is h pr es s a nd radi o.

We be lie ve  th a t th e ex ch an ge  of in fo rm at io n and id ea s in th e pe ac ef ul  us es  
of  atom ic  en ergy , which  we  ha ve  su pp or te d,  w ill  co nt in ue  and  ex pa nd  th e 
de si re  fo r co ns truc tive  co op er at ion.  W hi le  th e  num ber  of  per so ns  invo lved  
in  th es e ac ti v it ie s lia s been  co m par at iv el y few, we be lie ve  th a t th ey  ha ve  
invo lved  an  in flue nt ia l se gm en t of  So vi et  and So viet  blo c so ciety and  th a t 
th ro ug h th es e ex ch an ge s we  a re  dem onst ra ting  im port an t val ues  of  a fr ee  
socie ty,  under ar ra ngem ents  which  do  no t en da ng er  our na ti onal se cu ri ty .

Mr. K ratzer. I am very pleased to be here on behalf of the  Atomic 
Energy Commission to describe our role in the East-West  trade con
trols and certain other related matters in which I understand you 
expressed an interest.

Basically, the Commission's role in East-W est trade control falls 
into two general categories, those areas in which we exercise a direct 
licensing authority under certain  provisions of the Atomic Energy 
Act and ; secondly, those areas where we act as a technical adviser 
in effect to  other Government agencies.

Tha t means primarily  the Depar tment  of Commerce and the De
partm ent of State.

Now in either case our general approach, our general policy on 
the control of East-West trade is th at which is dictated by the Atomic 
Energy Act. We don't  favor  the export  to the Soviet Union or the 
Soviet bloc countries of any strategic items. By that, we mean items 
in the atomic energy field which can cont ribute either to the weapons 
capabi lity, nuclear weapons capabi lity of the countries, or to their 
mili tary  nuclear reactor capabilities.

On the other hand, we feel there are many areas in the atomic 
energy field, or atomic energy items, which are for legitimate, peace
ful purposes and which under appropr iate  circumstances should be 
permi tted fo r export to the Soviet bloc.

Tur ning first of all to these areas of  direct licensing au thority, the 
items which the Commission controls under the Atomic Energy Act 
are essentially the following; fissionable m aterial, in other words, ac
tual  nuclear fuel, the same fuel used in either nuclear reactors or nu
clear weapons, enriched uranium, plutonium and the like; what the 
Atomic Energy Act describes as source materials.

These are the raw’ materials , natu ral uranium and thorium.
Finally, in (he materials field, what the Atomic Energy  Act de

scribes as  byproduct  material. These are the radioisotopes which are 
produced in nuclear reactors but which are not in themselves nuclear 
fuel o r capable of creating nuclear  explosives.

Then we control the very important item of nuclear reactors them
selves and finally there is a catch-all provision in the Atomic Energy  
Act which gives us author ity to control any activi ties abroad by U.S. 
citizens or persons subject to U.S. jurisdiction which constitute either
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directly or indirectly  engaging in the production  of fissionable ma
terial abroad.

The Atomic Energy Act gives us two mechanisms by which we can 
control all these items. It  does not prohibi t trade in these items or 
these activities insofar  as the  Soviet bloc is concerned, but it does give 
us the mechanism and responsibil ity for controlling  them.

One of these mechanisms is what the Atomic Energy Act calls an 
agreement for cooperation.

Now that is a s tatutory type  of agreement entered into with the a p
proval of the President  and submitted to the Jo int  Committee on 
Atomic Energy for review over a 30-day period before becoming e f
fective and 1 can assure you from firsthand experience that  they re
view these carefully.

With one of these agreements in effect we are authorized to eithe r 
directly  provide, if it is a government product, or to license the export 
of these various categories of items to the other par ty to  the agreement.

Now we don’t have any agreement for cooperation with any of the 
Soviet bloc countries. It  is not prohibited by the  Act but for, I thinks 
obvious reasons, we have not entered into any such agreement. So we 
cannot directly export or directly license the export under an agree
ment for cooperation of any of the items tha t I have mentioned.

However, certain of these items, in fact, all but fissionable material 
and reactors, can be exported not only to the Soviet bloc but to o ther 
countries in the  absence of an agreement upon a determination by the  
Commission that tha t export would not be inimical to our interests.

These are the items which are, according to the framers of the Act, 
less sensitive than fissionable material and nuclear reactors.

In one of these categories, in the category of byproduct material, in 
other words, radioisotopes, there have over the years been quite a few 
exports permit ted to the Soviet Union and to various Soviet bloc 
countries.

These are very small amounts  of material. In  almost every case they 
are being used for some basic research, often for medical purposes. 

The Commission is quite satisfied that they have no strategic
significance whatsoever.

We also have an agreement for cooperation with the Internat iona l 
Atomic Energy  Agency of which essentially all of the members of the 
United Nations are also members, including the Soviet bloc countries.

Under this agreement we can export fissionable materia l and reac
tors to the Internatio nal Atomic Energy Agency for use in the Soviet 
bloc countries under the carefully prescribed conditions of the statute 
of the Atomic Energy  Inte rnat iona l Agency, in other words, conditions 
which assure that  that equipment or material will be used only for 
peaceful purposes.

Mrs. Kelly. Is that consistent with the Atomic Energy Act ?.
Mr. Kratzek. No, the Atomic Energy Act does provide for the e x

port of materials to any individual  nation or group of nations with 
which we have an agreement for cooperation. We have such an agree
ment, with the Internatio nal Atomic Energy  Agency. We are a mem
ber of the agency and the statu te of the agency to which we are a par ty 
was, of course, ratified by the Senate. There is specific legislation which 
authorizes the Commission to distribute to the Inte rnat iona l Atomic 
Energy Agency, I believe the figure is over 5,000 kilograms of enriched
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uranium purs uant to an agreement for  cooperation which, as I say, 
we do have.

It  was well understood in tha t specific congressional authoriza tion 
for the distr ibution of materia l to the  Atomic Energy Agency tha t 
upon distribution  to the agency it  could then be used in any member 
state of the agency in accordance with the terms of the agency statute.

You see, the agency, itself, although i t does operate a small labora
tory  fo r its  own purposes, is essentially a broker for materials.

I t was set up for tha t specific purpose among others, to be a sup
plier  of these materials  to all of its members. We do not have the power 
as a member of  the agency to  attach any strings to the mater ial we 
supply to  it other  than  the condition that  it must be used in accordance 
with the sta tute  of the agency. That  means that it  must be used only for 
peaceful purposes and tha t it must be subject to safeguards,  which is 
one of the subjects I want to touch on.

Mrs. Kelly. I am sorry tha t I  i nter rupted you but tha t was one of 
the key problems and questions tha t we have.

I  am sorry I  had to d isrupt your trend of think ing bu t I want a t this 
point to see i f I understand it correctly, th at the Soviet bloc countries 
cannot obtain throu gh IAEA  the type of information tha t we would 
not normally furnish them on a bila teral  basis. Is  tha t correct ?

Mr. Kratzer. Well, information is a somewhat different category.
Our  agreements do not speak in detail although they do have certain 

inform ation provisions—they do not speak in detail to the supply of 
informat ion.

Basically, they are agreements which provide a mechanism for the 
supply of materials and for the supply  of equipment. Now in the 
inform ation field, of course, much o f the information in the field of 
peaceful uses of atomic energy is unclassified. I t is published and the 
repor ts are widely available and flow to all countries through various 
channels, bu t in terms of specific information exchange arrangements 
we, as I  again will cover in another pa rt of this, have had in the past 
a few info rmation exchange arrangements w ith the Soviet Union.

They are ent irely rec iprocal as well as entire ly unclassified. In other 
words, we receive something in retu rn for the inform ation provided. 
Bu t we don’t have with any of the Soviet bloc countries the same kind 
of comprehensive informat ion exchanges t ha t we have with the Wes t
ern European countries, Japan and many others, and I do not antici 
pate  that we will.

Mrs. Kelly. I am sorry tha t I inte rrup ted you. You may proceed.
Mr. Kratzer. This agreement for  cooperation with the IAE A is 

then  a mechanism, in theory, by which some quantities of fissionable 
material could be provided to  a Soviet bloc country and we have pro
vided unde r tha t mechanism a very small amount, much less than a 
kilogram, of enriched uranium, U 235, to Rumania for certain peaceful 
research projects  in the past but no substantial amounts of enriched 
uranium or o ther fissionable mater ial has been provided to any Soviet 
bloc country.

We have provided fuel and a reactor to Yugoslavia which of  course, 
although a Communist country , is no t classified as a Soviet bloc coun
try  by most statutes  and tha t material has been provided to them 
through the IA EA  as well.
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Now, in the areas which the Commission does not directly  control, 
in the areas in which we serve as a technical adviser to  the Commerce 
Depar tment  and the State Department, while  the mechanism is differ
ent—they rely on their  own licensing au thor ity—our approach is very 
much the same.

Generally speaking, th is area covers items which are of a dua l pu r
pose nature, in other words, items which have both an atomic energy 
use and a nonatomic energy use and, therefore, fal l in the licensing 
jurisd iction  of those agencies.

If  the item in question is of a strategic nature , in  other words, if it 
has an importance, in terms of the amounts involved and the type in 
volved, if it has an important strategic atomic energy use, then the 
Commission will normally recommend agains t its export.

But  if it is not for an  atomic energy end use or if  it is for a peaceful 
atomic energy end use, then we often indicate we have no objection to 
the expor t of the item.

We have objected to the expor t of many items to the Soviet bloc 
through these means, for example.

Special instruments for  the measurement of weapons test debris, 
special materials such as beryllium, lithium which has strateg ic atomic 
energy end use.

Now I would like  to tur n to a subject on which I understand you did 
express an interest and which is very closely related to the East-West 
trad e control and th at ’s the subject of safeguards.

This is a subject about which we, the Commission, it  is fai r to say, 
are ra ther pleased and  excited.

We feel tha t the safeguards policies and  programs which have been 
developed over the years are something which deserve possibly more 
public understand ing and recognition than they have received.

Basically, what we mean by safeguards are measures which are de
signed to detect the diversion, and thus  prevent the diversion of ma- 
aterials  which are made available for  peaceful atomic energy purposes.

This involves as its key aspect the actual onsite inspection in the 
terr itory of  other countries by inspectors, whether they come from the  
United States or whether they come from the Internatio nal Atomic 
Energy Agency or from the European Atomic Energy  Community.

Now this is an unprecendented development as we see it, in the field 
of internat ional relations in general. In  other  words, the arrangements 
whereby these people w ith very broad righ ts of access are able to go 
into the territ ory  of anoth er country and seek out any v iolation of the 
commitments that have been made for  the peaceful use of these 
materials.

We have a bilateral safeguard program, but over the years for a 
number of reasons we have made efforts which are now largely com
pleted to  transfe r these b ilateral safeguards, th at  is, safeguards which 
we ourselves under take to international organizations such as the 
IAEA  and Euratom.

This process, as I indicated, is essentially completed.
At the present time, of course, the safeguards take on a very special 

importance in connection with the proposed nonprolife ration trea ty 
because one of the key provisions of that treaty  is tha t every nonnuclear 
signatory  must place all its peaceful nuclear programs under the 
safeguards of the Atomic Energy Agency or of an agency such as
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the European Atomic Energy Community. Euratom, whose safeguards  
would be verified by tha t agency.

So we are  looking forward to a number of important new develop
ments in the safeguards field.

Xow there is one final subject in which I understand vou expressed 
an interest and that ifithe subject of  our technical exchange arrange
ments with the Soviet Union and other Soviet bloc countries. T think  
this will help answer the question which you raised in the field of 
information.

We have had technical exchange arrangements with the Soviet 
Union. The first one went into effect in 1959 and was replaced by an- 
othe r one which continued in effect until I believe the end of 1965.

Now these are not. statuto ry agreements for cooperation of the type 
I described ear lier. These are essentially arrangements for the trans
fer. for the exchange on a reciprocal basis of unclassified information »in the field of peaceful uses of atomic energy.

This has not involved the  exchange of atomic energy materials or atomic energy equipment.
The original exchange arrangement th at went into effect in 1959 was 

implemented rather successfully. We had a number of exchanges of 
scientific delegations, again, all in unclassified fields.

The second agreement also was implemented quite successfully. I t 
had the same elements, in other words, the exchange of scientific dele
gations, as the first, and the additional element of the exchange of 
scientists on a long- or medium-term basis.

We had five American scientists who worked in Soviet laboratories 
for periods of  several months and an equal number of Soviet scientists 
working in U.S. laboratories.

Xow these two exchange arrangements were actually an addendum 
to the overall State Department exchange arrangement with the Soviet 
Union on scientific and educational and cultural matters.

These agreements both ran their term and proposals have been made 
by the United States for the ir renewal and we still are awaiting de
finitive word on whether or not they will be renewed.

We have had similar exchanges with the Soviet bloc countries other 
than the Soviet Union, itself. Although we have had no formal ex
change arrangements,  those have been carried out on an informal basis. aWe have had visits of the Soviet bloc nationals to conferences and 
the like here in the United States, as well as the assignment of  a fai r 
number of  those scientists to some of our  facilities, and to some of our universities. ,

Mrs. Bolton. Is that ent irely on the atomic end of it ?
Mr. Kratzer. Yes, I am addressing mv remarks to the atomic energy 

side. Again, T want to make it clear throughout this discussion that ail 
this information we exchange with the Soviet Union is unclassified 
and it has to do only with the peaceful uses of atomic energy.

There is no military information and, of course, there can't be. and 
there is not any classified information. Some of the Soviet bloc coun
tries are becoming increasingly interested  in nuclear power. U p until 
this time, wi th one exception, their activities have been largely in the 
field of research making use of atomic energy, but they are becoming 
increasingly interested in the possible use of nuclear power and one of
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these countries. Rumania, lias been interested in buying a nuclear power 
reactor in the West.

They have had contacts with the U.S. Government and they have 
had contacts with  the other Western governments  such as Canada  who 
have the capability of supplying this sort of equipment.

At the present time, they seem to be interested prim arily  in a Ca
nadian-type reactor. This reactor uses heavy water and natural uranium 
and as a potential  supplier of heavy water or heavy water product ion 
equipment, the Rumanians  have been in contact with U.S. firms in that 
business and have received a prelim inary proposal dealing with the 
product ion of heavy water.

Other countries, as I say, are interested in nuclear power, other So
viet bloc countries, but have made no inquiries of us as of this  time.

Now tha t concludes my summary, Madam Chairman. I  will be happy  
« to try  to answer any of your  questions.

Mrs. Kelly. Thank you so much. Before I lose the trend, you men
tioned the heavy water p lan t requested by the Rumanians.

I would like to know : Does heavy water have any potential milita ry 
use?

Mr. Kratzer. Yes, it does.
Mrs. Kelly. Could it produce power for a tank  factory and so forth ?
Mr. K ratzer. Well, the  components of heavy water do have a direc t 

mili tary  application. But as an ingredient, to  be technical about it, as 
a moderator in the nuclear power reactor, it has no direct milit ary 
application.

It is the same as any other  component of a machine or unit whose 
purpose is to generate power for a c ountry’s electrical requirements.

Mrs. Kelly. But  it does have potentia l milit ary utility?
Mr. Kratzer. In the sense tha t tha t electrical power goes into a gr id 

which feeds all of the  coun try’s power requirements and some of those 
could be milit ary in nature, I  think tha t is correct.

The nature of electric power, you might say is fungible. It  goes into 
a gr id or network and all the customers, whether homes, farms or fac
tories, use a littl e bit of all of the power.

Mrs. Kelly. Is our Government considering favorable action on the 
Rumanian’s request ?

a  Mr. Kratzer. I would say we would be guided here by the general
policy on the expor t of this type, in other words, of power generation 
equipment, to the Soviet bloc.

If  it is agreeable to export power-generating equipment of a conven-
« tional type,  then I  don’t believe there would be any basis to-----

Mrs. Kelly. Well, is it?
Mr. Kratzer. I believe it  is, yes, ma’am. This is something t hat  I 

would want to consult with the Commerce Department people on.
Mrs. K elly. Will you check on it for me, because if something is 

both conventional and not permit ted for export, then 1 want to know 
what you do in th is field.

I will ask one more question.
Can a Communist country by virtue  of its membership in IAEA  

obtain the type of inform ation tha t we would not give them under  a 
bilateral arrangement?

Mr. Kratzer. No, they  cannot get anything  but unclassified infor
mation which is generally available.



226

Mrs. Kelly. Tha t first agreement of this type was entered into in 
1959?

Mr. Kratzer. Yes.
Mrs. Kelly. You mentioned two. When was the other one finalized ?
Mr. Kratzer. The second one, I believe, was entered into in 1963.
Mrs. Kelly. You said on page 3 of  your statement , and I quo te:
We do not favor the expo rt to the Soviet bloc of items which  will contribute 

to the  improvement or achievement of nuc lear  weapons capability .
Is this your personal view or a clearly spelled out sta tutory mandate 

imposed on the Commission by the  Congress?
Mr. Kratzer. It  is certainly a direct result of the statu tory  mandate.
Mrs. Kelly. WThere does i t appear in the Atomic Energy Act ?
Mr. K ratzer. I believe probably in  chapter 1 or 2 ,1 am not certain 

which, there is a requirement tha t we must pursue as a paramount 
objective making the maximum contribution  to the common defense 
and security.

We infer from tha t tha t we should not approve or concur in the 
export of items which would fall in tha t category, in other words, 
assisting another country in nuclear weapons.

Mrs. Kelly. The bells are ringing, announcing a rollcall. I am 
going to submit some questions to you for written  replies if we run  
out of time in answering this rollcall.

Now I want to call briefly on the  other members of the Committee.
Airs. Bolton.
Mrs. B olton. I do have some questions I  want to ask because I  am 

very much interested in the Russian application of a great many of 
the th ings we have known and our lack of use of the things  they know.

Do you come in contact at all with any use of atomic energy or 
anything of the kind in the field of hypnosis?

Mr. Kratzer. No, Madam, I am not familiar with any, but I will 
talk  to our medical people who have visited the Soviet Union.

Mrs. Bolton. And clairvoyance and narcotics.
Mr. Kratzer. I have no fami liari ty with it.
Mrs. Bolton. I do happen to know th at they do, and I have been 

in correspondence with them for a ma tter of 5 o r 6 years. They have 
three very important headquarters for study of these things. They 
use hypnosis constantly and there can be a very g reat danger.

I hope you will speak to the medical groups th at you contact. I th ink it is an extremely serious thing.
Thank you, Madam Chairman.
Mrs. Kelly. Mr. Buchanan.
Mr. Buchanan. Thank  you. I am very much interested, Madam 

Chairman, in  this  matter of safeguards and inspection, because it has 
been my understanding tha t I AE A was not par ticularly  strong in the 
inspection department.

I am glad to hear th at you are happy with the m atter  of safeguards. 
I  hope, Madam Chairman, you will spell out a question along this line.

Airs. Kelly. I fully intend to do so.
Do you have any further questions?
Air. Buchanan. No.
Airs. Kelly. On page 3, you point out t hat  special nuclear materials 

for reactors can be exported only pursuant to an agreement for 
cooperation with the impor ting countries.
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On page 4, you point out tha t we have such agreements with  some 
30 countries.

Now these agreements provide that the  mater ial and equipment 
involved will be used only for peaceful purposes and will not  be 
transfer red outside the receiving country.

How do you monitor  compliance with these agreements?
Mr. Kratzer. This, of course, is the purpose of the safeguards. I 

have touched on th at  but I  would like to go into a lit tle bi t more detail.
As I indicated, we began this  program of  safeguards essentially on 

a b ilate ral basis simply because there  was no a lternative.
The Inte rnat iona l A tomic Energy Agency had not been established 

at the time our program began. In  order  to  move ahead we set up a 
bilateral safeguards program.

The first step in this, of course, required the negotiations of these 
« very broad, I thin k it is fa ir to call them sweeping, rights of access,

in order  to carry  out the inspections.
But we have gone fa r beyond the phase of merely negot iating , 

although I  think tha t in  itself is significant. We have carr ied ou t some 
700 inspections abroad.

Mrs. Kelly. You have carried  them out ?
Mr. Kratzer. Yes, we have. These have been done by employees of 

the Atomic Energy Commission who are, of course, skilled in this work, 
who have backgrounds in the  various fields necessary in both the scien
tific and accounting backgrounds. Both of these techniques are em
ployed. A nd we have continued tha t program up to  the present time.

But over the last 4 to 5 years in parti cular, we have been transf err ing  
these safeguard arrangements to implementation by the In ternatio nal  
Agency in Vienna and to the Eur atom  community, the Euro pean  
atomic energy community, in the case of the Western  Euro pean  
countries.

Both of these organizat ions, again, are in business. They have in
spectors who perfo rm these inspections and actually  physically verify  
by seeing, by accounting, by measuring  the  m aterial , tha t it is where 
it  is supposed to be.

Now there is a lot to be done. In  other words, the rate  of atomic 
energy growth around the world is very large  and the staffs of  these  

• organizations will have to be increased very substantially to meet the
new load.

But we feel th at  both of them, both Eura tom and IAE A, currently 
have capabilities  which are entirely  in keeping with the ir present 

« workload.
The problem you may have heard of and it certain ly is a real one, 

is the need to grow as atomic energy applications abroad grow as they 
are doing righ t here in the United States.

Mrs. Kelly. Did the 700 inspections indicate tha t all of the agree
ments involved were being complied with ?

Mr. Kratzer. We have turned up no evidence of any violations of 
our arrangements.

Mrs. Kelly. If  you did turn up any evidence, how could you en
force an agreement with a sovereign country ?

Mr. Kratzer. The most direct and stra ightforward means of en
forcement, and I  can assure you it is a very powerful  one, would be 
to discontinue any futu re supplies of materia l. This is m ateria l that
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has to be replaced. Whether it is fuel for research reactors or fuel for a power reactor, it has to be replaced.
Of course, we would not replace material for a country  that is in violation. If  it were a mistake or something; like tha t and it was corrected-----
Airs. Kelly. You have found at no time e ither a mistake-----
Air. K ratzer. There can l>e discrepancies in  records and these occur occasionally. They are explored and in every case they have been satisfac torily resolved. This  happens to our own bankbooks, as we all know.
Airs. Kelly. Do you feel that  IA EA  is performing good inspections and doing as well in this field as Euratom i
Air. Kratzer. Yes, ma’am, I do. I think  their  current capabilities are entirely  satisfactory. As I  say, we have a very close eye on the steps they are taking , looking ahead to the much bigger workload that they will have in the future .
Airs. Kelly. You mentioned earlie r that Yugoslavia has obtained from us some material for a research reactor. Do we have an “Agreement for  Cooperation” with Yugoslavia?
Air. Kratzer. No, Yugoslavia obtained this material by th is alte rnate route  which I indicated through the IAEA .
Airs. Kelly. Through the alte rnate  route ?
Air. Kratzer. In other words, it is under an agreement for cooperation, as the law provides, with the Interna tional Atomic Energy Agency.
Airs. Kelly. Would you have given it to her directly  if they had not?
Air. Kratzer. Tha t is a hypothetical question. At that  time and possibly sti ll, it was certainly the ir preference not to  enter into an agreement with the Uni ted States.
Airs. Kelly. Would you think  she would seek to enter into an agreement with  the United S tates at thi s time ?
Air. K ratzer. Well, I should really ask my State Department colleagues on that,  but I will hazard  a guess tha t I would doubt it.
Airs. Kelly. In this roundabout way, then. Yugoslavia obtained something that we would not have given her directly without an agreement. Is  that correct ?
Air. Kratzer. We couldn’t have given it d irectly without an agreement.
Airs. Kelly. Is there any other country in this category ?
Air. Kratzer. There are a number of countries who have preferred-----
Airs. Kelly. I did not ask what I hey prefe rred;  I asked whether other countries have obtained something through this route that we would not furnish them directly ?
Air. Kratzer. There are about five countries who have obtained materials through IAE A. It  includes Afexico, Yugoslavia, Finland, the Congo and Pakistan. In one of those cases, namely, Pakistan, we 

IAE A1 a ^ i e e m e n t’ preferred to switch to supply through  the
A ou see, the  IAEA  was set up to be a broker of materials. AVe in effect have encouraged countries to use it. So there is no backdoor ap proach here. This  was our own policy, our own action, in making
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encouraged them to do this, as we intended.

Mrs. Kelly. Mr. Kratzer, I do want to thank  you. We do have to 
leave to answer the rollcall. We have more questions th at we will sub
mit to you. I  hope you will send us the answers. We appreciate your 
appearance here.

Mr. Kratzer. Madam Chairman,  I  would be very pleased to supply  
the information requested to the subcommittee fo r the  record.

(The questions and answers referred to follow:)
Qu estio n s  D ire cted  to t iie  Sta tem en t  of  Myron  K ra tz er , A s sis t a n t  G en er al 

M an ager  for  I nte rn a ti o na l A c tiv it ie s , A to m ic  E nerg y Co m m is sio n

].  On pa ge  5, you men tio n th a t AEC has ap pr ov ed  83 ex port s of  ra di oi so to pe s 
to  seve n E ast ern  Euro pea n co untr ie s,  in cl ud in g th e  So vi et  Un ion . You w ent on 
to  sa y th a t in  ea ch  case , th e  m ate ri a l “h as been of  a  k in d an d quan ti ty  to  which  
no strategic value at taches .” You also referred  to 12 shipments of source mater ial 
to  S ov ie t bloc  c ount ri es  fo r pe ac ef ul  r ese arc h  pur po se s.

(a ) Ho w do you de te rm in e th a t th es e m ate ri a ls  ha ve  no st ra te g ic  va lu e?
(b ) W hat is your  de fin iti on  of  “s tr a te g ic  val ue” ? D oes it  invo lve only m il it ary  

us es ? O r does it  ta k e  in to  co ns id er at io n th e us e of at om ic  en er gy  fo r econom ic 
and o th er pu rp os es ? F or ex am pl e,  pe ac ef ul  re se arc h  re la ti ng  t o th e  use  of  a to m ic  
en er gy  to  ge ner at e po wer  m ay  pr od uc e re su lt s whi ch  ca n ha ve  dif fe re nt  ap pl ic a
tio ns , is n’t th a t co rr ec t ?
A nsw er

O ur  det er m in at io n  as  to  w hat co nst it u te s st ra te g ic  va lu e is  ba se d up on  a 
te ch ni ca l ev al uation  whi ch  ta kes in to  co ns id er at io n (1 ) th e  m ate ri a l or  eq uip
m en t in  qu es tio n,  (2 ) th e  quanti ty , (3 ) th e fo rm  or type , and (4 ) w het he r it  is 
us ed  in  ou r m il it ar y-o ri en te d  atom ic  en er gy  pr og ra m s,  part ic u la rl y  our wea po ns  
de ve lopm en t, pr od uc tion , an d te st in g  pr og ra m s,  or  w het her  it  could  be us ed  in  
su ch  pr og ra m s no tw it hst andin g  th e  fa c t th a t we  m ig ht  no t us e it  fo r th es e pur
poses . Th us , we  asc ert a in  th a t m ate ri a ls  co ns igne d to  th e bloc a re  to  be us ed  in 
blo c co untr ie s fo r va lid ci v il ia n  ac ti v it ie s su ch  as sc ient if ic  re se ar ch  or  med ical 
or hum an it a ri an  pu rpos es . B as ed  up on  th e ki nd s,  ty pe s,  and  quanti ti es inv olve d 
in  t h e  exi> ort of  83 shi pm en ts  o f ra di oi so to pe s and 12 s hi pm en ts  o f s ou rc e m ate ri a l 
to  th e  So viet blo c an d th e ir  n on -a pp lica bi li ty  in m il it a ry  at om ic  e ne rg y pr og ra m s,  
we co nc lude d th a t th es e m ate ri a ls  had  no st ra te g ic  val ue  an d th e ir  ex port  to- 
th e  b loc  wou ld  not  be i ni m ic al  t o  th e  in te re st s of  th e  U.S .

O ur  in te rp re ta ti on  of st ra te g ic  val ue is  ba se d p ri m ari ly  on ou r te ch nic al  e val u
ati on  as  to th e ap pl ic ab il ity of  a m ate ri a l or  e qu ip m en t t o  m il it a ry  n ucl ea r en er gy  
uses . Thi s is  no t to  sa y,  ho wev er , th a t we do  not co ns id er  o th er as pe ct s, su ch  as  
econom ics , in  our appra is a l of  a prop os ed  export  to  th e  bloc . Gen eral ly , such  
co ns id er at io ns  are  of  m ar gin al  sig nific an ce , an d hav e li tt le  im pa ct  up on  ou r de 
ci sion s re gar din g bloc ex po rts.  I f  th es e o th er co ns id er at io ns w er e of  co ns eq ue nc e 
in  a  part ic u la r case,  we  wou ld  be gu id ed  by th e  view s of  o th er ag en cies , su ch  as  
th e  D ep ar tm en ts  of Co mm erc e an d S ta te , as  to  U.S . po lic y in  re gar d to  th e  
export  of  item s of  econo mic sig nific an ce , sin ce  th is  is  not an  a re a  in  w hi ch  th e  
Co mm iss ion  has sj tec ia l ex per ti se .

2. On pa ge  7, you m en tion  th a t yo ur  Co mm iss ion  has auth ori ze d a  few ex ce p
tion s to  th e  pr oh ib it io n unde r Se ct io n 57b. of  th e  Atomic  Ene rg y Ac t—t he Sec 
tion  whi ch  de al s w ith  th e  pro du ct io n of  spec ia l nucle ar m ate ri a l ab ro ad .

(a ) W hat w er e th es e ex ce pt io ns ? W hich  cou nt ri es  d id  th ey  a ffe ct?
(b ) Cou ldn’t th e  in fo rm at io n pr od uc ed  by th es e ac ti v it ie s be  us ed  by th e  

So viet  Union —o r one of  th e  o th er E ast ern  Euro pea n co un tr ie s— fo r m il it a ry  o r 
re la te d  pu rp os es ?
A nsw er

The  re la tive ly  few  ex ce pt io ns  to  th e pr oh ib it io n und er  Se ct ion 57b. which  th e  
Co mm iss ion  has  auth ori ze d ha ve  be en  m ad e to  p ro te ct  U.S . ci tize ns  in co nd uc ting  
un clas si fied  di sc us sion s w ith  So viet  blo c nat io nal s or to  perm it  part ic ip a ti on  in  
un clas si fied  co nf er en ce s a t w hi ch  th ere  w as  So viet  bloc  par ti c ip ati on .

O ur  re co rd s in dic at e th e fo ll ow in g :
a. In  1958, an  At om ics In te rn a ti ona l em ployee  w as  au th ori ze d to  dis cu ss  

nucl ea r su perh eat tec hn olog y w it h  So viet  sc ie nti st s a t Obn insk . The  So viet s w er e
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then designing a large nuclear reactor which would superheat steam and were conducting experiments at Obninsk on their  “Fir st Nuclear Power Station” in conjunction with the  larger reactor.  The visit did not take place.
b. In 1960 and 1961, four conferences, all unclassified and all in the U.S. were covered by Commission determinations to permit Soviet attendance.
c. In 1967, two Power Reactor Development Corporation employees were authorized to discuss a fuel element failure of the Fermi fas t breeder reactor with Soviet technologists who have had considerable experience in this  field.These authorized activities were, of course, in unclassified areas and covered topics which are openly published. In each case we were of the opinion that at least as much advantage would be derived by the U.S. as  would be obtained by the Soviets and tha t the information was not useful for military or related purposes. In this  regard, the Commission in October 1962, in order to facil itate  the interchange of unclassified scientific information, published a general author ization covering activities w hich :
“May constitute directly or indirectly  engaging in the production of any special nuclear material in any foreign country and is limited to participation in (i) meetings of or conferences sponsored by educational institutions,  laborator ies, scientific or technical organizat ions; (ii) international conferences held under the auspices of a nation or group of nations;  or (iii) exchange programs approved by the Department of St ate; and
“Does not involve the communication of Restricted Data  or other classified defense information; and
“Is not in violation of other provisions of law.”
3. On pages 9 and 10, you describe the safeguards and inspections systems used by your Commission, the IAEA and EURATOM.
(a) Isn’t it a fact  tha t some members of these interna tional organizations— by virtue of partic ipating  in inspection teams—could obtain information which would not otherwise be available to them?

Answer
The agreement by which a country accepts IAEA safeguards on its facilities provides tha t country an opportunity to accept or r eject inspectors from particular  countries. In addition, an inspector is entitled to access to information only to the exten t necessary to account for materials and to verify use of materials subject to safeguards. This is dealt with more extensively in the answer to the next question.
(b) Hasn’t this been one of the big considerations which has  stalled progress on the nuclear non-proliferation trea ty? Weren’t some of the EURATOM countries afra id tha t IAEA inspections could provide some non-EEC countries with technical data which could have competitive, even strategic, implications?

Answer
This consideration has been among those which have been advanced by several countries as reasons for not favoring the proposed non-proliferation treaty. However, we believe the concerns expressed on this point have been overcome by U.S. explanat ions of the facts. In discussing their  expression of concern on the point with other  countries we have indicated tha t we are convinced there is no basis for concern tha t the inspection activities contemplated by the  non-proliferation trea ty will give r ise to loss of unique indust rial technology. This conclusion is based on several considerations.
Firs t, the technical natu re of inspection activities is such tha t inspectors normally do not  gain access to information which is not a lready disclosed by the usual requirements of engaging in nuclear export. I t should be reca lled tha t the access of inspectors is not unlimited, bu t is confined, in the words of the Statu te of the IAEA (Article XI I) “as necessary to account for source and special fissionable materials supplied and fissionable products.”
The experience of the United States in placing under IAEA safeguards certain of its own facilities, which include those of a research nature as well as those of Immediate commercial importance, has  confirmed tha t inspections do not in any way hamper the activities concerned, nor do they lead to the disclosure of Information of commercial importance.
Second, there are strong assurances built into the IAEA Statute and its safeguards system against industria l espionage or any other improper activities on the par t of inspectors. The disclosure of inspection information is specifically prohibited by the IAEA system.



Safeguards do not constitute a means of actually affecting the operations being 
undertaken at a nuclear fac ili ty ; they are directed toward detecting any unau
thorized use or diversion of nuclear material . Inspectors are prohibited by the 
provisions of the  IAEA system from interfering in the construction or operation 
of any inspected facility.

Finally, under the IAEA safeguards system, each inspected country has the 
right to re ject inspectors whom it does not wish to admit. Moreover, the system 
requires the Director General of the Agency to consult informally with an in
spected country in connection with the designation of inspectors as well as all 
other aspects of the implementation of the system, so tha t the refusa l of an 
inspector need not be accomplished by formal rejection of a designation. It  should 
also be noted tha t the broad membership of the IAEA itself insures tha t most 
inspectors will be drawn from countries not in a position to engage in competitive 
nuclear export activities.

(c) What is the U.S. voting strength on the Board of Directors of IAEA? 
Do we have 1 vote—or veto power?
Answer

The U.S. and every other member of the Board of Governors of the IAEA 
has one vote. Decisions on the amount of the Agency’s budget require a two- 
thirds majority of those present  and voting and all other decisions are made 
by a majority  of those presen t and voting. Two-thirds of all members of the 
Board constituted  a quorum. There is no veto power.

The Board is composed of 25 member states, some of which are designated 
and others elected under several categories. The U.S. membership is assured 
under the category consisting of the five members most advanced in the tech
nology of atomic energy. The established patt ern for the composition of the 
Board results  in the general following geographic distribut ion of the members: 
North America—2, Latin America—4, Western Europe—6, Eastern Europe—3, 
Africa and the Middle Eas t—4, South Asia—2, Southeast Asia and the Pacific— 
2, and the F ar East—2.

From the IAEA’s inception in 1957, the U.S. has received general support in 
the Board of Governors on all principal issues.

4. On page 5, you referr ed to the materials which have been supplied to 
Rumania. On page 11, you said—and I quote: “So far, no safeguard arrange
ments are in effect in the Soviet bloc proper . . .”

(a) Do you mean to  say tha t we have furnished nuclear m aterials  to Rumania 
without any safeguards  whatever?
Answer

Approximately 100 grams of special nuclear mater ial (Uranium-235) was pro
vided by the U.S. to Rumania via the International Atomic Energy Agency. The 
United States furnished the mater ial at  the request of the Agency to Rumania 
pursuant to the terms and conditions of the International Atomic Energy Agency 
Statute which brings the material within the ambit of the Agency’s Safeguards 
System. In any safeguards system, the intensi ty of the safeguards  is dependent 
upon the amount and kind of mater ial in question, and its risk of diversion, and 
de minimus quanti ties may be specified for which no active safeguards are 
necessary. Thus, the Safeguards  System of the Agency provides t hat  safeguards 
are not required on up to one kilogram of special nuclear mater ial in each 
country. Therefore, on-site safeguards  inspections are not required over the 
small amount of ma terial we have supplied to Rumania. This is the point I was 
making on Page 11 tha t no safeguards arrangements are in effect in the Soviet 
bloc. Notwithstanding the fac t tha t this material is not subject to on-site safe
guard inspections, the material was transferred to Rumania under the auspices 
of the IAEA for a par ticu lar peaceful nuclear purpose and the Government of 
Rumania has guaranteed tha t the mater ial will only be used for  such a  purpose. 
In addition, once the one kilogram exemption has been reached, all further  
mater ial supplied to Rumania through the IAEA would be subject to safeguards.

5. On pages 12 and 15, you describe the various exchange arrangements  with 
the Soviet Union.

(a) What does the U.S. get out of these arrangements?
lb) What is the level of Soviet nuclear technology? Is  it comparable to ours— 

or even more highly developed—in some areas?
A nswer

I think all of us would agree tha t a program of thi s type cannot be evaluated 
on a statis tical basis alone; however, it would be helpful to begin by covering
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th is aspect. Under past  Memoranda on Cooperation, we exchanged persons and 
documents  on a reciprocal basi s and  came out  almost num erica lly even. For  
example, in the field of long-term exchanges , l>oth sides received th ree  high energy 
phys icist s and  two contro lled thermonuclear resea rch spec ialis ts from the othe r 
coun try and  the  man-months of the  to ta l visi ts were almos t iden tica l for  both 
side<. All the  delegation exchanges have  been completed on a reciprocal basis, 
excep t that  our radioneurology team has  visi ted the Soviet Union whi le they have 
not yet sent  one in retu rn. When the program resumes, we presum e th at  they 
will wish to send a team to the  U.S. in this  field an d we are  prepared to accept 
th is as an  outstan ding obligation.

We have  received 62* documents from the USSR pur sua nt to th e Memorandum 
on Cooperation and forwarded  to them <523—again almo st an exa ct balance 
numercial ly.

Exchanges 'also t ake place outside of the exchange arrang ement  between the  
AEC and the  Sta te Committee. These mostly consis t of at tendan ce a t conferences 
and  visit s to labo ratories in conjunction  with  those  conferences. There  also are 
visi ts to AEC faci lities resu lting from  exchanges of other programs. In these 
cases, we try to insure that  inv itat ions to conferences, or for  visits, a re.  limited 
to Soviet scientis ts of proven competence in their  field who can make a contribu- >
tion  through  presentation  of papers or other active par ticipat ion. In addition 
to the reciprocity  we like to see built  into  each visi t of a Soviet to the U.S., we 
encourage U.S. attendance a t Soviet conferences and U.S. scientis ts to part icipat e 
in othe r exchange programs or to a ccep t inv itat ions to the  Soviet Union in their  
individual capacity. Since 1962, the re have been somewhat more U.S. visi tors  
(325) to the Soviet Union tha n Soviet v isitors  (274) to the U.S. in whom the AEC 
has a direct interest.

More imp orta nt than numerica l balance in evaluating these  exchanges is tha t 
we obtain  at  leas t as much info rmation as the  Soviets which is not otherwise  
avail able  from oth er sources . The info rma tion  we gain under the  exchange is 
valuable to us in several  ways. It  is valua ble programmatic information. It is 
alwa ys impor tan t for u s to know from the standpoint of program evaluatio n of 
the atomic energy field in genera l, and of our own program in particular , which 
act ivi ties  ami programs are  being pursued by other leading countries in the  
atomic energy field.

In addition , we gain specific technical information tha t lias not been previously 
acqu ired in the  U.S. program or from othe r countries. While I would not wan t 
to suggest  th at  we have learn ed of an y scientific breakth roughs  in our  exchange 
with the  Soviet Union, since these a re  few a nd  fa r between in any program, there 
is a stea dy accum ulation of scientific data obtained throug h our  contacts  with  
the  Soviet Union, as with oth er countrie s, which improve  the  abil ity of our 
scientist s to pursue th eir  own programs.

I should like to refer partic ula rly  to  the fields of high energy physics  and con
trolled thermon ucle ar reac tions which the  Soviets are pursuing vigorously and 
l»ossibly have a gre ate r inves tment in equipment and scientific skills  than  we do.
In the las t year or two the 'Soviets have  come up with  a number of advances 
which have been extrem ely useful  to th e U.S. program.

In every  field in which we have had exchanges, we believe th at  the  cross-fert ili- *
zatio n of ideas has  been of real value to us. We are confident th at  in an overall 
sense the U.S. leads the Soviet Union a s well a s any other n atio n in th e peaceful  
use s of nuc lear  energy. However, in many siiecific parts  of this broad  field, the  
Soviet Union develops some info rma tion  which we do not have, and  may even _
be in the lead in a pa rti cu lar area.  In these  circumstances, both sides can and 
do benefit from an exchange.

We also  believe, as ou r testim ony stated,  th at  i t has been of value to car ry out 
these unclassified exchanges from the  point of view of dem onstrat ing to an im
portant segment of Soviet  bloc socie ty the  values of a free society.

6. Is conventional power  genera ting  equipm ent exportable to the  Soviet bloc?
An sw er

Exp ort of such equipment is w ithin the control o f the  Department of Commerce, 
which advises that  a general  license  covers the  expo rt of conventiona l power 
generat ing equipment to Poland and  Rumania. Expor t to o the r countries of the 
Soviet bloc with which we might cons ider such commercial relatio ns (excluding 
Communis t China, North Korea. North Vietnam, and  Cuba)  would requ ire a 
license from the Departm ent of Commerce. While the re is no precedent for these  
items, it is genera lly believed th at  a license would be issued unless the  expo rt 
conta ined advanced technology of signif icant importance  to the  receiving coun-
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try’s economic capab ility.  Simi larly , thi s equipment is not on the  Ba ttle  Act 
(COCOM Lis t) and  can, therefore, be exported by oth er Western nations. We 
would not perm it the  exp ort of nuc lear  power  equipment  or nuclear fuel for  
specific use in mi lita ry instal lat ion s of factories. However , where the equipment 
is used for the generation of elec tric  power in cen tra l generat ing stations,  where  
it would represen t only a fra ction of the  t otal  power produced, the  contribu tion 
is so in direct and  remote a s to not  be considered  as of stra teg ic importance. The 
export of nuc lear  power rea cto rs and  the  fuel  has  always  been recognized as a 
peaceful use of atomic energy  under the  str ic t cri ter ia of the Atomic Energy  Act.

Mrs. Kelly. This  brings to a close the first p art of our hearings on 
East-W est trade. We must suspend at thi s point because the Committee 
on Foreign A Fairs  is considering the foreign aid program.

When we resume these hearings, I intend  to ask for testimony of 
priva te witnesses representing firms dealing abroad and other inte r
ested parties. Until then the subcommittee will adjourn.

(Whereupon, at 3:05 p.m., the subcommittee adjourned,  subject to 
call of the Chair.)





A P P E N D I X

A ppen d ix  I

N ew  D ir ec tion s in  R u m a n ia 's F or eig n P ol icy— T ex t of S pe ech  by 
H on . P aul  F in dle y , A ug us t 2 , 1967

Beginning with the administra tion of President Eisenhower a U.S. policy of 
promoting gradual  and evolutionary independence and internal freedoms in the 
Eastern European countries was inaugurated. Certainly many of the promising 
developments to dismantle the Iron  Curtain were caused by in terna l stresses and

* strains in not  only these countries, but the Soviet Union as well. But to diminish 
the role of our policy in promoting these changes would be un fair  and inaccurate.

Secretary of State  Dulles as the foreign policy adviser to presidential nomi
nee Dwight Eisenhower in 1952 expounded h is philosophy on what direct ion our 
policy toward the Eastern European countries should take. One of the specific 
recommendations he made was that we skillfully  and diplomatically use the 
“carro t and stick” approach to reward and punish the Eastern European coun
tries. Mr. Dulles argued tha t promising steps of external independence 
and internal liberalization should be rewarded by the United States in the form 
of political and economic benefits. Likewise when a retrogressive trend appeared 
in any country, he said, we should withdraw these economic and political benefits.

Other than Yugoslavia, Poland has thus fa r received most of the political and 
economic benefits the United S tates could extend.

In the last  few years, however, the promising signs of external autonomy and 
internal liberalization which we witnessed in 1957 in Poland have largely van
ished. The situation in Poland is  no longer dynamic but stat ic. Once the most inde
pendent and open of the East European countries, Poland has now abandoned 
much of the early gains. One of the most disappointing developments has been 
Poland’s economic, political, and milita ry assistance to North Vietnam and the 
Nationa l Liberation Front.

Poland is now shipping weapons and other m ilitary hardware to North Vietnam 
and may well be shipping Chinese arms to Vietnam.

Contras t Poland’s actions with  those of Rumania. Although internally  Rumania 
is still something of a  police st ate  there  are promising developments. Rumania 
has reatflrmed its intention to permit the emigration of Rumanians  with close 
relatives living in the  United States.

Many hundreds of such persons, including dual nationals and thei r families, 
have come to the United States over the past 2 years. Rumania has rejected the

* Soviet position tha t there can be no coexistence of ideas. It  s tands still further 
apart  from the militant Chinese position which denies the possibility of any form 
of positive cooperation with the Western powers.

In 1964, the Government completed the release of virtua lly all political prls- 
t  oners, numbering more th an 11,000. This drama tic action has been reinforced by

a decrease in the arb itra ry use of police powers, and  a purge of top-level officials 
of the secre t police.

There has been a complete transformation  of Rumanian  l iterature with more 
emphasis on arti stic  creativity and less on Socialist preachment. Jamming of 
foreign radio broadcasts has ceased and non-Communist newspapers are  available 
to the  public—though in limited  quantities.

There has been some improvement in religious freedom in Rumania. In July 
1964, 10 priests  were released from jail  in a general amnesty for political pris
oners, although unfor tunately others are still being detained. There are  now 
1,200 Catholic priests in Rumania engaged in parish  work. Bishop Marton has 
been permitted to ordain new priests, but members of the Byzantine Rite Church 
are  s till persecuted.

Rumania is a littl e country about the size of Oregon bordering on the Soviet 
Union. By virtue  of its geographic location alone, Rumania should be one of 
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Moscow's  mos t su bm issive  sa te ll ites . Ye t sin ce  1963, th is  sm al l co un try has stoo dup  to  Moscow, ta k in g  ad van ta ge of  th e Sino -Sov iet  sp li t to m an eu ve r w ith in  th eSo viet bloc . R um ania ’s as se rt io n of  it s inde pe nd en ce  fr om  Moscow is  m os t d ra m at ic  in it s  econom ic and po li tica l re la ti ons w ith  oth er  co untr ie s an d it s p u rs u itof a po lic y of  “a ct iv e co ex is tenc e.” Ye t th e  un ique ne ss  of  th e R um an ia n mo veto w ar d in de pe nd en ce  is  du e to  th e gra dual  but  st ubb orn  in si st en ce  upon  nati onalso ve re ig nt y co up led  w ith  th e re sp ec t fo r th e so ve re ig nt y of  a ll  o th er nati onst at es .
SEED S OF AU TO NO MY

The  seed s of  au to no m y in Rum an ia  w er e sown  duri ng th e  Co mecon  co nf lic t w ith Rus sia in  1963. Re cognizing  th a t it ha s th e  jx it en ti al  to  be th e w ea lth ie st  co un try of  E ast ern  Euroi> e with  it s va st , unta pped  st ore  of  n a tu ra l re so ur ce s,R um an ia  ad op ted a policy of “ra pi d,  al l- ar ou nd  in dust ri a li za ti on” a t th e  T h ir d  V 'Co ngres s of  th e R um an ia n W or ke rs  P a rt y  in  Ju ne  1960. At  th is  tim e th e  part y  ad op ted a 6-.vea r pl an  an d a long -ran ge  de ve lopm en t p la n  en ding  in  1975. The se  pl an s fo r th e in dust ri al iz at io n  of Rum an ia  led  t o th e show do wn  w ith  Moscow ov er  Com econ in  1963. Com econ, or th e Co uncil  fo r M ut ua l Ec on om ic Aid , w as  a pl an  fo r an  in te gra te d  E ast Eur op ea n eco nomy  in re sp on se  to  th e ru m bl in gs  of  th e  tEu ro jie an  Ec onom ic Co mm un ity . The  pl an  w as  to  pr om ote th e  po li ti ca l un it y  of  th e So vie t bloc  by m ak in g th e  mem be rs  ec on om ical ly  de pe nd en t upon  ea ch  o th er  an d th e So viet Un ion . R um an ia ’s ob ject io n to  th is  “in te rn ati onal Soc ia list  d iv ision of  l abor” w as  th a t sh e wo uld be fo re ver  re le gat ed  to  th e po si tio n of  c olon ia l su pp lier  o f ra w  m ate ri a ls  and f oo ds tu ff  fo r th e  al re ady  mor e deve lope d co un tr ie s in Com econ, su ch  as  E ast  German y an d Cz ec ho slo va kia.  Su ch  a po si tion  obvio us ly conf lic ted  w ith  th e R um an ia n in dust ri a li za ti on  pl an . As R um an ia n P re mie r Ion Ghe orgh e M au re r de man de d :
“W hy  shou ld  we  se nd  co rn  to  Pola nd so th a t Pol an d ca n fa tt en  it s pigs  to  buy m ac hi ne ry  from  th e West, wh en  we  c an  se ll our own co rn  to  th e W es t an d b uy  t he  m ac hi ne ry  w e n ee d ou rs el ve s? ” 1

The  R um an ia ns fe are d  th a t de al in g ex clus ively w ith oil. gr ai n,  an d ch em icals wo uld  les sen th e  gr ow th  ra te  of  th e  R um an ia n eco nomy , which  ev en  a t  th a t tim e w as  th e h ig hest  in  th e So vie t blo c outs id e th e U.S .S.R. Th ey  fe lt  th a t th e So viet s had  no t an al yzed  th e R um an ia n n a tu ra l en do wmen ts  and th a t ev er y co mm un is t co un tr y is  en ti tl ed  to  de ve lop w hat ev er  br an ch  of  th e  econom y it  de si re s w ithout be ing bo un d by th e  n a tu re  o f n a tu ra l re so ur ce s an d w ithout ou ts id e in te rf er en ce . The  on ly  divi sion  of  la bo r ac ce pt ab le  to  th e R um an ia ns was  one ba se d on “r es pe ct  f o r national  indei>end ence, and so ve re ignty,  co mplete  eq ua l righ ts , co m ra de ly  m utu al ai d  an d re ci pr oc al  advanta ge.” ac co rd in g to Sca nt ei a.  th e official  R um an ia n ne wsp ap er , of M arch  9. 1963.2 3 The  Rus si an s,  ca ught in th e outb re ak  of  th e  di sp ut e w ith China , did no t dare  to  a li en at e th e R um an ia ns an d th us did no t re ta li a te , or  a t le ast  no t pu bl ic ly . Com econ was  a flop. K h ru shch ev  co uld see th a t “h is  pl an  ha d fa ile d,  and it s fa il u re  was  in  no sm al l pa rt  du e to  the  st ub bo rn  o pp os iti on  o f the  R um ania ns. ” 8

The  seed s of  au to no m y sow n in th e  Comecon  in ci de nt  be gan to bea r fr u it  as  th e R um an ia ns , st re ngth en ed by th e ir  “v ic to ry ” ov er  Moscow, de te rm in ed  to pu rs ue  th e ir  ow n nat io nal  in te re st  as  th ey  th em se lv es  pe rceive  it.  By  ac tion s ■su ch  as  re fu si ng to  jo in  th e new net w or k of  b il a te ra l co op er at ion comm iss ion s am ong So viet blo c co un tr ie s unti l 1965 an d no t part ic ip ati ng  in th e gr ou ps  se t up  by Comecon  to  ass is t m et al lu rg ic al , bal l be ar in g,  an d fe rt il iz er in dust ri es .R um an ia  tol d R us si a th a t sh e wo uld  no  lo ng er  b e th e pu pp et  st a te  o f An a Pau ke r.

DE CLAR AT IONS  OF IN DEPE NDEN CE

A stud y of  th e  “D ec la ra tion s of In de pe nd en ce ” m ad e by th e R um an ia n Com
m unis t P a rt y  sinc e 1963 mak es  R um an ia ’s su bs eq ue nt  ac tion s w ith  re gar d to fo re ig n re la ti ons mor e cre dible . In  Ap ril  1964. fo llo wing th e Com econ tiasco , th e C en tral  Co mmitt ee  ca me ou t with  a re so lu tion  ass ert in g  th a t nat io nal  in de pe nd en ce  a nd so ve re ignty,  eq ua l righ ts , m utu al  adva nta ge , non in te rf er en ce  i n  in te rn al af fa irs,  and ob se rv an ce  of te rr it o ri a l in te gri ty  are  am on g th e “im m ut ab le  la w s” of  wor ld  sociali sm . I t ex pl ic it ly  de ni es  th e ri g h t of  an y part y  or st a te  to  be  th e cente r of  co mm un ism . Th e man ifes to  p ro cl ai m s t h a t :

1 C la ir e Ste rl in g,  “T he  Bu sine ss  of  R um an ia  Is  P o li ti c s, ” Th e Rep or te r,  Ap r. 20, 1907 , p. 25.
2 G eor ge Gross , “R um an ia : Th e F ru it s  of  Aut on om y, ” Pr ob lems  o f Com mun ism, .Tanu- ar .v /F eb ru ar y  1 966 , p. 17.
3 D av id  Floy d,  R um ania : Rus si a’s D is si de nt  A ll y,  p . 70.
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“It  is the exclusive right of each party  to work out independently its political 
line, its concrete objectives and the ways and means of achieving them.”

In addition, it obviously refers to the "privileged place” of Moscow in declaring 
tha t there can be no “parent" party  and "son” party, and that  no party  can impose 
its line or opinion on the other parties. The declarat ion calls for joint  formulation 
of a general line and "not by the no-alternative solution by some sort of super
sta te?”—tha t is, Soviet—“authority .” I t demanded polycentrism with self-deter
mination, the right of each par ty to “independently work out its poli tical line, its 
concrete objectives” coupled with rejection of Soviet authority . This manifesto 
amplifies the arguments  put forth previously by the Rumanians against economic 
integra tion and “suprastate  schemes” which “would turn  sovereignty into a 
notion devoid of any content.” Also suggested by the resolution were Rumania’s 
later actions  toward countries at odds with the Soviet Union. The role adopted by 
Rumania in such situat ions is one of mediator and friend to a ll nations, regard 
less of its sympathies or social order. The resolution thus defies Moscow’s excom
munication of Albania and rellects Rumania's  determination to cooperate with 
“all Socialist countries.’’ It  suggests the inclusion in Comecon of all 14 Socialist 
states, including Albania. It answers the Soviet call for a “collective rebuff by

* Marxist-Leninist partie s” to China by calling fo r a world Communist conference 
instead.4 According to the R epo rter :

“No Communist Party then or since has  made such a clear-cut declara tion of 
independence while continuing formally to support the Soviet Union.” 5

Soviet reaction came short ly thereaf ter in the form of a charge that Rumania 
is turning to the capitalist  nations for trade  at the expense of the Soviet bloc 
countries. The Rumanian reply was tha t they are “determined to equip their 
indust ries with the best machinery’ they could find, even if i t meant buying it from 
the ‘capitalis t’ world with ‘hard’ currencies.” 8 This statement was a direct slap 
at the Soviet Union and the bloc countries, implying th at thei r machinery was 
inferio r to tha t of the West. As David Floyd said in his book “Rumania : Russia’s 
Dissident Ally” :

“Never had a ‘satell ite’ commentator demolished a Soviet statement so ef
fectively in public.” '

The following year the Ninth Congress of the Rumanian Communist Party, 
which met from July 19-24, 1965. re iterated in a statement by the RCP Secretary 
General Nicolae Ceausescu Rumania’s decision to maintain its political and eco
nomic independence. The ROP determined to proceed with industrial ization,  
which Ceausescu called “the decisive factor in guaranteeing independence and 
national sovereignty” as opi>osed to the agricu ltural,  colonial role the country 
would have played in Oomecon.

A fur the r assertion of national sovereignty was made in May 1966, by Ceau
sescu on the par ty’s 45th anniversary and the eve of an unannounced visit by 
Soviet leader Leonid Brezhnev. The timing and content of the far-reaching as
sertion made some Western observers surmise t ha t the Rumanians might be get
ting ready to quit the Warsaw Pact. The Russians had been calling for the 
strengthening  of the pact, presumably meaning new forms of consultation tha t

* would give Moscow a greater voice in the policies of their allies. Ceausescu’s com
ments approached total  denunciation of milita ry pacts, calling such blocs a “bar
rier in the path of collaboration among peoples” and an “anachronism incom
patible with the independence and national sovereignty of peoples and normal 
relations  among states.” Three weeks previous Ceausescu had issued a jo int state-

* ment with President Tito, of Yugoslavia, which denounced military pacts as 
“not corresponding to the positive development” of international relations. This 
denunciation of military blocs pushed Russo-Rumanian relations to what  the 
London Times of May 3. 1966, called “a delicate p oin t”—See appendix I.

In this call for  the liquidation of milit ary blocs, foreign bases, and w ithdrawal 
of troops from other s tates’ territories, the Rumanians  merely strengthened the ir 
previous opposition to the pact. As early as 1964 they reduced the term of mili
tary  service in the pact from 24 to 16 months—the shortest term in any Warsaw 
Pac t country—without Moscow’s knowledge. Also, in the spring of 1966. the 
Rumanians caused a grea t uproar  by opposing Brezhnev’s proposal for a “perma
nent and prompt mechanism” to coordinate foreign policy. The Rumanians  sub-

' Ib id .,  p.  116.
5 R ep or te r,  p. 35. 
8 F loyd , p. 73.
7 I bi d. , p.  105.
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mitted counte rproposals severely cur tai ling Soviet contro l of the  pact’s milita ry 
coalit ions and publically questioned  the  need for the orga niza tion  itself , clearly 
sta ting th at  nobody would coord inate the ir policies. While the Rum ania ns have 
not pulled out of the pact, they are  the  most passive of members, refu sing  even 
to par tici pat e in mili tary  maneuvers.  As of Jul y 10, 1967, the pact  had not had a 
commander for over 3 months, for, Ceausescu insists upon rot ati ng  the command 
among all seven part ners . This  post was  alwa ys held before by Russ ians . Like 
France, the  Rum anian s also demand a g rea ter  voice in control of nu clea r weapons.

This  repugnance for milita ry blocs par alle ls Ruma nia ’s rebell ion aga ins t all 
forms  of supr anation al economic collabor ation  among the  Communist nation s.
The 1966 resolution explicit ly state d, “Ruman ia is developing rela tion s of colla
bora tion  with all countries rega rdle ss of social system. Deeming th at  thi s is one 
of the ways of strengtheni ng collaboration  among people, Rum ania  is developing 
economic, cultural , and scientific rela tion s with  Fran ce, England, Aus tria , and 
other count ries.” Ceausescu especially stresses  the development of friendsh ip 
between Rum ania  and Fran ce, the cri tic  of the NATO Pac t. In his “str iden tly 
nationa listi c” speech, Ceausescu “went fu rth er  tha n any Commun ist Pa rty  ever 
has—fu rth er  even than the  Yugoslavs—in complaining abou t Soviet meddling in other nations’ affa irs.” * 8 He blamed the Soviets for appointing non-R umanians “
to leade rship  positions which exposed the ir ignora nce and produced disaster.  He 
bitte rly bemoaned t he Soviet a nne xat ion  of the Rum ania n terri tor y of Bess arab ia 
in 1940 and the Russo-German nonag gression pact of World War II.  In a subtle  
anti-So viet move, Radio  Buc har est “wit h equal delight” affirmed the  visit of 
Prem ier Chou En-lai of China  to Bu cha rest a few days af ter the  Brezhne v visit, 
again asserti ng its  n eutra l stanc e in th e Sino-Soviet rif t. The man dato ry ne utr al
ity which allows for  R umania n man euverab ility  has  c reated perce ptible  coolness 
toward the  Soviet Union, a coolness reflected  in the Rum ania n att itu de  towa rd 
the Warsaw  Pact.  This  lack  of wa rm th was seen in the  1964 vis it of the Soviet 
commander of the pac t forces, Ma rshal Grechko, to Rum ania  and  the  Janu ary 
1965 meetin g of the  pact. Rum anian delegates lef t immediately af te r the  confer
ence and invited amb assadors  of “dise nfra nch ised ” nations  of Albania , China, 
and North Korea to gree t them on re tu rn  from Warsa w. Rum ania  obviously fea rs 
th at  its  inclu sion in the  pac t th rea ten s i ts n eut ral  stand.

As recently as May of 1967, Ceausescu reemphasized the independenc e of 
the  Rum ania ns in the form ulati on of the ir economic and foreig n policies. In 
an art icl e appe aring  in the May 7 issue  of Scante ia he wrote :

“The crystall izat ion of the  Pa rty  policy presupposes free debate with in its 
frame work,  of all the problems of social development.”

He also said:
“The Pa rty  and sta te promote an active and many-faceted  foreign  policy, 

expan d and intens ify Rum ania ’s rela tion s with  all count ries, irrespective of 
the  social system, make their  contrib utio n to expan ding in ter sta te cooperation, 
to st reng then ing confidence and frie nds hip  among peoples.”

Res tating the principles put  for th in the  1964 resolu tion regarding the  “priv i
leged place” of a cer tain  party, meaning Moscow, Ceausescu said  th at  only 
“the respect ive Communist Pa rty  is the one which can know best  the concrete  *
real ities with in which it is waging its  fights and th at  is why the  shaping of its  
own political line, revo luntionary tac tics and  strategy is its  inalie nable right.”
Smarting  from Soviet verb al att acks upon Rum anian devia tionism , Ceausescu 
ad de d:

“The debat ing of all problems mu st be car ried  out in a clim ate of princip led »
objectiv ity, with out reso rtin g to labe ls and  invectives. In the fram ewor k of 
discussions, all opinions must be heard, nobody can claim to have the las t word 
on one problem or ano ther  nor th at  any oth er views are  non-M arxist .”

He affirms the party ’s rig ht not to partic ipa te in inte rna tional  meetings, such 
as the  Karlovy Vary conferen ce 10 days earl ier, which the  Rum anians boy
cotted, sta tin g th at  “the  existence of an intern atio nal  ruli ng center raises 
insup erable obstacles to the activity  of the Communist Parties. ”

The RCP also implies in thi s sta tem ent  a subversio n attem pt by the Russi ans, 
sta tin g clear ly th at  it  is “inadmissible, und er any form, for  a pa rty  member to 
estab lish or to main tain,  over the  hea d of the  leadership,  rela tion s with  oth er 
part ies, to supply infor mation and to par tici pat e in actio ns again st the political 
line of his par ty.” 9 Although it is possible to minimize the  ext ent  of actu al 
Soviet-backed  subversion  with in the  RCP, it  must be remembered th at  the

8 New York  Times,  May 14, 1966, p. 5.8 Radio Free  Europe : R um ani an Si tuat ion Repor t, May 11, 1967.



ma jor  Rum ania n sta tem ent s of 1964 and 1966 were both  reactio ns to Soviet 
att empts  to  restr ain Rumanian freedom of action—in the  first  case, proposed 
blocwide planning and  in the  second case, an att em pt to strengthen  the  mi litary  
str uc tur e of the  Wa rsaw Pact .

Along thi s same line, at  Rumania ’s Independence  Day celebrat ion also in 
May 1967, Ruman ian Pre mier Maurer stressed th at  the Independence Declara
tion of May 9, 1877, confirmed the  country ’s sov ere ign ty:

No power had  any longer the  rig ht to int erf ere  in the  cou ntry’s int ern al 
affa irs,  to impose fore ign relations  on i t or to cont rol th em ; the Rumanian sta te  
could  decide by itse lf on its policy and  its  collaboration with other sta tes .10

Such dec laratio ns lend credence to Ru mania ’s independent actions  in the  
pol itical and economic rea lms  in the  years  since 1963.

n e u t r a l it y : t ie s  w it h  Yug os la via an d c h in a

Rumania’s determ ina tion to ma intain  her independence with in the  Soviet 
bloc has  led to the development of closer  ties  with  other rebels within  the  bloc, 
such as Yugoslavia, and  to overtu res  toward  Communist China in o rder to  ap pea r 
neutr al in the  Sino-Soviet split . Th at  Rumania  and Yugoslavia  have sim ilar 
views on rela tions with  the  Soviet bloc and non-Communis t nations becomes abu n
dantly clear in examining the  growing friends hip  between  these two dissenters. 
In  1963 when Rumania  was rebelling  again st Comecon and  multilate ral ism , 
RCP Sec reta ry General Dej signed a bil ate ral  “Iron Gate s” agreement on h ydro 
elec tric  power  and nav iga tion  of the Danube with  President  Tito . T his  ag reem ent 
was  outs ide the framework of Comecon, and  they considered inviting the  non- 
Communist, non-Comecon country  of Austr ia to partic ipa te in the project. The  
policy of “act ive  coexistence” sha red  by these nations,  or advocacy of peace
ful  engagement between  the  Ea st and  West, ra ther  than mere tolerance,  makes 
these rebels  na tu ra l allies. This allia nce  was also seen in the ir jo in t boycott  
of the  Karlovy  Vary conference.

Rum ania  has taken adv ant age  of the  d ispute  between  R uss ia and  C hina which 
makes both sides  w ary of antag onizing  th eir allies or prospective allies.  R umania  
has  adopted a policy of carefu l nonalliance and  n eutra lity , often act ing  as m edia
tor,  to ass ure  its  utm ost  freedom of action with in the  bloc. The country  began 
cap ital izin g on the  Sino-Soviet spli t in Marc h 1963 when the  RCP refused to 
publish Khrushchev’s le tte r to the  Chinese Cen tral  Commit tee which attack ed 
th at  cou ntry’s policies. Ins tead, the  Rum anians  published a let ter  by the  Chinese 
CP on June  14, 1963, which defended the  Rum anian economic policy of inde 
pendently developing nat ion al potentia l. In  thi s one aspect the Rumanian at ti 
tude coincides with the Chinese, although Ru mania ’s overall ideology is fa r 
closer  to th at  of the U.S.S.R. The Chinese “Proposal Concern ing the  General 
Line of the  In ternat iona l Communist Movement” was proh ibited in Russia and  
not to be pu blish ed elsew here  in the  communist world. The Soviets  even expelled 
Chinese students  from the  U.S.S.R. for  try ing  to dis tribu te the proposal. Yet 
Rum ania , like  Albania, publi shed a lengthy summary in Scan teia. The  pub lica 
tion of thi s anti -Soviet  piece was  called “a direct  affront to Moscow” by the  
French  newspaper Le Monde, and int erp reted as a means of ass ert ing  he r 
independence.

Rum ania was also the only Ea st European country  besides Albania to expand 
tra de  with  China in 1963, w ith a con trac t calling for  a 40-percent tra de  increase. 
Soon af te r the  Comecon disp ute the  Rumanians embarked upon a series of 
agre eme nts wi th China to fu rthe r good relations. In Jul y alone  th e two countries 
agre ed to cu ltu ral and  scientific cooperation. Also, in contr ast  to the  oth er sat el
lites,  Ruman ia refused to publicly suppor t Khrushchev’s reso lute  stand  again st 
Mao. This refusa l on the pa rt  of Rum ania  t o sanction the  isola tion and  condem
nat ion of China was  one consideration in the  postponement of a Comm unist 
summit  conference planned for  1964 in which Khrushc hev hoped to read Peking 
out  of the movement. Rum anian stubbornness  led to the  situ atio n in 1967 w here  
“the Rus sian s have  at  la st  given up all hope of commencing a world  Communist 
conference to excom municate China—af te r almost 3 yea rs of trying—and they  
have  the  Rumanians to blame.” 11 Ruman ia alone of the  bloc cou ntri es has 
actively  lobbied for Communist  China’s adm ission to the  United Nations. 
Rum ania  was one of the  cosponsors of such a resolution, which thei r representa-

10 May 17, 1967. 31 Reporter.



ti ves ca lled  “th e  on ly ju s t,  r ea li st ic  a nd  po ss ibl e so lu tion .” T his  C hi ne se -R um an ian 
fr ie ndsh ip  ha s been  blo ssom ing of  la te . R um an ia n off icia ls re ce ived  a Chine se  
“f ri endsh ip  de le ga tio n” on Apr il 24, 1967. an d R um an ia n de le ga te s at te nded  th e 
May  Day  ce rem ony in  Pek in g w he re  Mao Tse -tun g mad e one of his  ra re  appear
an ce s. A par t from  th e A lb an ia n and R um an ia n de lega tio ns , no  oth er  E ast  
E uro pea n att en dan ce  w as  men tio ne d by th e offic ial Chine se  ne ws agency. Ru
m ania  al so  has ta ken  it s own in it ia ti ve  to  in te rv en e in th e  Sino -S ov iet  di sp ut e.  
P re m ie r Ghe orgh e M au re r ta lk ed  w ith bo th  Mao in Pek in g and  w ith K hr us hc he v 
in  M osc ow  in M arch  of  1964 an d R um an ia  also  d ra ft ed  a tr ip a rt it e  re so lu tion  fo r 
un ity.  By  be ing  a "f ri en d to a ll ,” th e fox y Rum an ia ns  come  ou t on top.

FRIEN D TO ALL  : AL BA NI A AND WE ST GE RM ANY

R um ania ’s “f ri en d to  a ll ” a tt it u d e  an d af fi rm at io n of  her na ti onal so ve re ignty 
has led  her  to  inde jie nd en t di pl om at ic  man eu ve rs , of ten a t th e  ex pe ns e of  oth er  
nati ons w ithin  th e So viet bloc . A ca se  in po in t is A lban ia  : ano th er is  W es t G er 
m an y.  Rum an ia  ha s re es ta bli sh ed  dipl om at ic  re la ti ons w ith A lb an ia  a ft e r b re ak
in g them  off in 1961 an d is th e fi rs t So viet bloc  co un try to  do so—a st ri k in g  
con tr ast  to  th e cooln ess  be tw ee n Alban ia  an d th e oth er  sa te ll it e  co un tr ie s.  Also , 
R um an ia n- A lb an ia n tr ad e  ag re em en ts  fo r 1963 an d 1964 ca ll  fo r “c on side ra bl e 
in cre ase s” in tr ad e.  A tr ade  un ion de lega tio n from  Rum an ia  he ad ed  by Gen er al  
T ra de  Union  Co uncil  Ghe orgh e Pet re sc u  le ft  fo r A lb an ia  on Ap ril  20. 1967. to  
a tt en d  a co ng res s of  A lb an ian tr ad e  un ions . Such a del eg at io n po in ts  up  th e 
co nt in ui ng  i n te re st  i n m utu al  t ra de.

Rum an ia  is th e on ly E as t Euro pea n co untry to  ha ve  es ta bli sh ed  re la ti ons 
w ith  W es t Ge rm an y.  D ip lom at ic  re la ti ons were es ta bli sh ed  la s t Jan u a ry —1967—  
“again st  th e K re m lin’s wishe s an d ov er  th e pro te st s of  E ast  Ger m an  C hai rm an  
W alt e r U lb rich t.” 12 The  actu a l ch oice  of  am bas sa dors  has lik ew ise ta ken  pla ce . 
T hi s move to w ar d in de pe nd en ce  from  th e So viet bloc  an d clos er  ti es w ith th e  
W es t a t th e co st of  e m barr ass m ent to  E ast  Ger man y an d Rus si a can be a tt ri bu te d  
la rg el y  to  eco nom ic expe dien cy . The  R um an ia ns  fu r th e r th e ir  own nati onali st ic  
cause  and th e ir  po licy of “r ap id , al l- ar ou nd  in dustr ia li za ti on” by re ce iv ing W es t 
G er m an y’s su pe rior  in dust ri a l eq uipm en t. W es t G er m an y has ov er ta ke n Czecho
sl ovak ia  an d E ast  G er m an y in tr ad e  w ith  Rum an ia , ra nk in g  second  on ly to th e  
So vi et  Union  as  it s  le ad in g co mmercial  part ner.  The  vo lume of  R um an ia n-  
W es t German  tr ad e  is ap pro ac hin g $200 mill ion a yea r. 18— See ap pe nd ix  II . As 
a  lea din g R um an ia n sp ok es man  sa id  :

“ Ideo logy  is ideolo gy,  b u t bu sine ss  is  bus in es s.”
As  ear ly  as  No ve mbe r 24. 1965, th e  R um an ia n-W es t Ger m an  th aw  be came 

appare n t.  Rum an ia  brok e w ith  th e  So ve t bloc to  su pport  W es t G er m an y’s ad m is 
sion  to  th e  go ve rn m en t co un ci l of  th e U.N.  de ve lopm en t pro gr am  to  fig ht  th e  
“w ar on w ant. ” Acc ording  to  th e W as hi ng to n P ost  of  D ec em be r 5, 1965, R um an ia  
w as  th e  fi rs t Com mun ist  countr y  to  su pport  th e  ca nd id ac y of W es t German y fo r 
a  U.N  office. S ta te m en ts  mad e by  h ig h R um an ia n off icia ls h in t a t th e  te m pe ring  
ef fect  w hi ch  th e ir  m utu al econ om ic  ti es ha ve  on  id eo lo gi ca l dif ferenc es . R um a
n ia n  For ei gn  M in is te r Cor ne liu  M an es cu  sa id :

“T he  m is ta ke sh ou ld  be  av oide d of  co ns id er in g th e  W es t German  go ve rn m en t as fa sc is t or  a s ha vi ng  so ld out t o  th e  A m er ic an s.”
C al ling  fo r pe ac ef ul  co ex is tenc e as  a fr am ew ork  w ith in  w hi ch  to  solve  m aj or 

prob lems, he  st re ss ed  th e  R um an ia n po si tio n th a t no  co nf lic ts  exis t be tw ee n 
R um ania  an d th e o th er countr ie s of  Europ e.  E ast  or  W es t.14 Tn a more re ce nt  
st a te m en t of  Ap ril 1967. RC P hea d Cea us eseu  st re ss ed  th e ne ed  fo r a “r ea li st ic  
a tt it u d e ” to w ar d ch an ge s sinc e W or ld  W ar II . ca ll in g fo r th e  reco gn iti on  p art ic 
u la rl y  of  th e tw o so ve re ign G er m an  st a te s an d em ph as iz in g th e in vio la bi li ty  of  
post w ar bo rd er s.  U nl ik e o th er So viet  blo c st at em en ts , th e R um an ia n st at em en t 
m ad e no  men tio n of  barr in g  th e  FR G fro m acce ss  to  nucle a r wea po ns . Thu s,  th e 
R um ania ns ha ve  a vo ided  a nta gon iz in g th e ir  new  t ra d in g  p a rt n e r by  s ubord in at in g 
id eo lo gi ca l c on fli cts t o  th e pra c ti ca li ti e s of  busine ss .

KARLOVY VARY

F ri endsh ip  w ith W es t G er m an y al so  led  to  th e  re ce nt boy co tt of  th e  K ar lo vy  
V ar y co nf er en ce  of  Apr il 24-27 . 1967. The  R um an ia ns,  al on g w ith th e  Y ugos lav s,

“  I b id .,  p . 24 . 
i" Ib id .
14 Ch ristian Science Monitor, Nov. 8, 1966.
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Albanians, and three small Western European  p art ies , refused to att end th is con
ference  of bloc uni ty and  European securi ty. The purpose of the  meet ing was 
actual ly to try  to hammer out  a common policy on the German question. The 
Ruman ian rees tabl ishm ent of diplomatic  relatio ns with Bonn serve d only to 
infla te the  problem. The conference was  mostly ignored by the  Rum ania n news. 
The  only exp lana tion  of absence given by Radio Buch are st w as :

“Inasmuch as in the  course of the  exchange of opinions and  consulta tions 
which  took place, no agreeme nt could be reached in advance on the  cha rac ter , 
purix>se, and proceed ings of the  conference, the Rum ania n Pa rty  is not a ttending it. ”

This  decision is especia lly signif icant  a s a sign of Rum ania n dissidence for the 
Karlovy Vary conference was  held at  the high est levels and because it  covered  
such a wide range of problems, in thi s case issues outs ide the  Communist camp. 
Rum ania  obviously fel t th at  participation in such a conference migh t hinder  its  
freedom of action vis-a-vis the  West, and  especial ly in its  diplomatic relations  
with Bonn. This  active coexis tence line resembles th at  of Yugoslavia . Rum ania  
app arently shares the Yugoslav view that  the  cause of European  secu rity  and 
coexistence would benefit more  from nego tiatio n at  the  sta te ra ther  tha n at 
the par ty level.

It  a lso is clea r th at  unlike the  res t of the  Soviet bloc, Rumania  feels th at  nor
mal ization of rela tion s with oth er countries,  in this instance  the  FRG. cannot 
be achieved by cont inuous denuncia tions, use  of cold war methods,  and pro
hib itive condi tions  for  the esta blishment of diplomatic  rela tions. Rumania  has  
called its own at tit ud e “rea list ic,” implying  th at  the conditions set up by Mos
cow’s allies before rela tions can be estab lished with  Bonn are unrealis tic. The 
meet ing at  Karlovy Vary by its  very na tur e obviously would not abandon cold 
wa r tact ics. Ano ther  reason for  Rumania ’s absence could be th at  Karlovy Vary 
was intended to be a milestone  on the road  to a new intern ational pa rty  con
ference. Also, “cons iderations of Rumania ’s economic intere sts ” were also to 
a larg e degree behind the RCP decision, and not only “concern for European 
securi ty” and the best po litic al ta cti cs for achiev ing i t.15

BOYCOTTS OF CONFERENC ES

The Rum ania ns have  a ra th er  long and impressive history  of boycotting par ty 
conferences ever since  thei r 1963 spa t with  Moscow. As early as Janu ary 1963. 
the  Rum ania ns began to hint  at  the ir lack  of enthus iasm  for intern ational 
policym aking CP conferences, by fail ing to att end  an SED—East  German— 
Pa rty Congress. They asserted the ir neutr ali ty in the  Sino-Soviet dispute by 
avoiding a Comecon summ it meeting at  Ulb richt’s bir thd ay celeb ration in June 
1963 which was  me ant  to ral ly support again st the  Chinese. Nor did the Ru
man ians  att end  a “consul tative” meeting in March  of 1965 on this same subject. 
Rumania  alone of the Warsaw  Pac t coun tries  was  abse nt at  this  pre paratory  
meeting for  an i nte rna tional Communist conference.

Form er RCP head Dej seemed to have a personal  grudge aga ins t Niki ta 
Khrushchev, for  Rumania  did not join other Communist leaders to celebrate 
Khru shchev’s 70th bir thd ay in April of 1964. nor did they  televise his report on 
his  tri p to Hungary , unlike the res t of the Soviet bloc. Yet th e Rumanian  aver
sion to Moscow-arranged meet ings cannot be wholly att rib ute d to personal  con
flicts with the Soviet leade r, for  Dej also avoided the first  meeting of Comecon 
pa rty  leader in November 1964. af te r Khrushc hev’s ouste r. Dej ’s successors car
ried  out his independ ent at tit ud e with regard to conferences. Both Ceausescu and 
Maurer boycotted the  November 7, 1965, October revolution  fes tiv itie s in the 
Soviet Embassy in Buc harest.  The Karlovy Vary  boyco tt is the  most recent ex
ample  of this  att iude.

UNI TE D NAT IO NS

Intern ational rela tions and  diplomacy inev itably lead to discuss ion of  the 
U.N. and as the success of Rum ania n mane uvers toward independence at  this  
point depends almos t wholly upon tac t and diplomacy, the U.N. has  become one 
of her major concerns. Since 1963 Rum ania  has  had a more activ e role in the 
U.N., serving  a 2-year Security  Council term a nd on the 17-nation Geneva disarm 
ament committee. Comeliu Manescu. Rumania ’s foreign  min iste r and  U.N. dele
gate . is slated to be President  of the  nex t General Assembly. If  e lected, he will 
be the first  Communist Pre sident  of the Assembly. This increased act ivi ty cor-

«  RFE, Apr. 26, 1967.



responds to the  found ing of R umania ’s independent foreign  policy, which is also 
clea rly reflected in U.N. voting and resolu tions.

In November 1963, alone, Rumania  twice  voted differently from the Soviet 
bloc. On November 20 Rumania voted for  the  U.S.-backed resolu tion favorin g a 
denuc learized zone in Latin America, and on November 30 Rumania, along w ith 
Hungary , abs tained from voting on a Soviet-backed resolu tion recommending a 
regional dist ribu tion  of jobs in the U.N. Secre tar iat.  More recent voting conflicts 
between the Soviet bloc and Rumania  have arisen. In 1965 and 1966, Rum ania  
broke away  from the U.S.S.R. 13 times as shown by the U.N. voting records. Espe
cially  s ignificant are  the areas in which the U.S.S.R. and Rumania  s tood opposed. 
Voting conflicts occurred for the  most pa rt  on Isra eli-Ara b issues as ear ly as 
1965. and on U.N. finances. Rumania,  unlike the Soviet Union, never took sides in 
the Middle East issue, a neu tra l position w hich became most cont rove rsial  in the 
afterm ath  of the  Arab-Israel war. Also, unl ike  the  Soviet Union, Ruman ia did 
not vote aga ins t the  $6.4 million for  the 1967 techn ical assi stance appropriat ions. 
As mentioned previously, West Germany also provided a source of Rumanian- 
U.S.S.R. conflict which is reflected in the U.N. voting record. In  November of 1965 
Rum ania  voted for  West Germany’s admission in the  Government Council of the 
U.N. war on w ant  development program, thus  going aga ins t the  Soviet Union and 
Czechoslovakia.

Besides voting autonomously, Rum ania  has  intro duce d severa l resolutions in
dependent of Soviet support. One of these reso lutions  is that  backing Red China’s 
admission to the  U.N., ano ther is th at  of the  “Club of Nine” natio ns, call ing for 
a reduc tion in tra de  barriers  and improving relatio ns among them. The purpose 
of th is group—the first  m ult ila teral polit ical meeting of  E ast  and West European  
nat ions exclusive  of the par ticipat ion  of th e United States and the Soviet Union— 
is to “improve reciprocal  relat ions , w ith a view to crea ting an atmo sphere of con
fidence which will  be conducive to the effective  consideratio n of the  problems 
which are  sti ll hampering the  rela xat ion  of tensio n in Europe and thro ughout  
the world .” Rum ania  herself requested the inclus ion of thi s issue, vrhich was 
adopted on December 21, 1965, in the agenda of the 20th session. Of thi s inde
pendent diplomacy, Rumanian officials have said :

“It  has been a d isagreeable experience f or  us to st and  at t he periphery o f events 
while the two superpowers did our thinking for  us. . . . We ju st  want both to 
und ers tand that  we cannot be pushed aroun d any more.” 18

MIDDLE EA ST

The U.N. has become an arena for exposing U.S.S.R.-Rumanian differences 
over the  Middle Eastern crisis . The Rum anians  reaffirmed friendship with  the 
Arabs yet avoided any condemnation of Isr ae l whatsoever. The Rum ania n dele
gation called for  negotiations between the  two sides and “elim ination of all for 
eign interference.” The Soviet bloc, on the other hand, was vocal in i ts condemna
tion of Isr ae li “aggression.” The Ruman ians  were dismayed by the  Moscow 
dec lara tion  which  concerned exclusively the  “ju st  struggle” of the  Arabs, the ir 
eventua l triumph, and help aga inst  Israel . In contrad iction of all precepts of 
coexistence, it  did not say a word  about negotiations in order to achieve a peaceful 
solution respecting the r igh ts of both sides.

Rum ania  was the  one Soviet bloc coun try, including even Yugoslavia, that  
faile d to sign the  Moscow declarat ion on the  Middle East which demanded that  
Isr ae l wi thd raw  to prewar boundaries.  According to the German Tribune  of 
June  24.1967:

“From the  very outset Bucha rest h as called on both sides to accep t a ceasefire, 
leaving the  quest ion of the  aggressor open. As an ally of the  Soviet Union, 
Ceausescu must have been af ra id  that  Moscow would have  used any  agreement  
to tak e joint  action  as an excuse to enforce greater  discip line wi thin the  Soviet 
bloc.”

The Ruman ian foreign  minis ter  invited  both the United Arab Republ ic and 
Isr ael amb assadors  to the  minis try  to appea l for the  end to the  conflict and 
negotiat ions  to find “solutions to take into  accoun t the  fundam ental and legi ti
mate inte res t of all people in t ha t region.” Rumania’s explan ation of her  des ire to 
step into the role of m edia tor is thi s crisis  was  h er concern with “observance of 
each peoples’ rights  to live in freedom and  to decide its  own des tiny  for  itself , 
fo r the applicat ion in intern ational rela tions of the princ iples  of nat ional inde
pendence a nd sovereignty,  equality, noninte rference  in the  int ern al affai rs, ter ri-

18 S ci nte ia , J u n e  13 ,1 96 7.
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torial  integrity, for the assertion of the spiri t of understanding and friendship among people and for strengthening peace in the world.” “The independent position taken by Rumania can be explained in several ways. The fact tha t a Rumanian is slated to be General Assembly P resident makes it advantageous to adopt a position of neut ralit y and mediator. Another possible explanation for the conflict in reaction to the crisis is a more subjective one of the governmental and popular att itudes existing toward the peoples of the United Arab Republic and Israel.

Whereas other bloc leaders such as Tito have had an almost sentimental friendship with Nasser, Rumanian heads of state  apparently have had fewer personal bonds and less contact  with the Egyptian chief. In  addition, the various national sentiments about the Jewish people may influence the stat e attitudes toward the Israelis . In Russia, for example, Judaism is considered a political threat  because governmental officials see Zionism as potentially unpatrio tic. Anti- Semitism is rampant , judging by the furo r raised  over Yevtushenko's poem “Babii Yar” which exposed this  Russian attitude. An anti-Semitic book writ ten by a Russian in 1964, “Judaism Without Embellishment,” has been called the “most vicious antireligious book of recent years.” Its  outer cover is “indistin- guishable” from carica tures  by Nazi Jew-baiters of the 1930’s.17 Rumania,  on the other hand, made eradication of anti-Semitism one of her de-Stalinization proj ects. This trend bore fr uit  in 1967 when the Rumanian  Government approved a permit for the m ajor American Jewish welfare  agency to establish an aid program for needy Rumanian Jews, and allowed the  Rumanian Jewish community to reenter the Jewish World Congress. Rumania thus does not fear a lack of patriotism as a result of these in terna tional movements.
Probably the most important reason for Rumania’s care not to antagonize Israe l is an economic one. In April of 1967 Rumania and Israe l signed a longterm trade and payments agreement and an accord fo r economic, technical, and scientific cooperation covering 1967-70. The accord provides for a $20 million exchange of goods in each direction, or eight times the amount of 1966. In addition, regular air  links between Israe l and Rumania are under consideration. Economic considerations thus come before bloc loyalty in the Middle East.

CUBA AND VIE TNA M

The Middle Easte rn crisis was not the first tha t caused a Rumanian break with the U.S.S.R., although it may be the most blatant example. In Cuba and Vietnam, opposition has taken a subtler course. During the Cuban missile crisis, Rumania publicly backed the Soviet condemnation of the U.S. blockade, but used more cautious, less strident tones. Rumania emphasized the need for wisdom and negotiations to resolve the crisis. Since tha t time, Rumanian-Cuban relations have cooled. Trade dropped from $20 million in 1963 to under $6 million in 1964. Also, in 1965 Cuba withdrew its students from Bucharest  after authorities refused to let them stage anti-American demonstrations.In Vietnam, Rumania does not approve of U.S. actions against a fellow socialist state, but her main concern is tha t the cold war atmosphere of crisis would•  limit her maneuverability with regard to the Communist world and the West.Rumanian reaction therefo re is most constrained of the bloc countries with a relatively mild press, less frequent criticisms, and containment of threatened anti-U.S. studen t demonstrations against  the Embassy. More significant, Rumanian trade  with North Vietnam declined from $10.8 million in 1963 to $3.6 mil-< lion ju st 1 year  later. Because of her relative acceptability to both the UnitedStates and the U.S.S.R., to say nothing of China, Rumania has been considered a natu ral mediator in the crisis. Rumania has long tried to “break the logjam in efforts to get some kind of moves underway toward exploration of a Vietnam settlement.” Because of Premier Ion Gheorghe Maurer’s vis its to both Washington and Peking in July of 1967, it was speculated that the Rumanians  hoped to lead the countries closer to a settlement  in Vietnam.18

TRADE

Under the banner of “active coexistence” or “the circulation of mate rial and spiritual values.” Rumania has moved toward rapidly increasing economic, cul-
18 Scinte ia, June 13, 1967.17 Harry Willetts, “Anti-Relig ion and Anti-Semitism,” Problems of Communism, Novem- ber/December 1964, p. 39.18 Christian Science Moni tor, Ju ly 7,1967, p. 18.



tu ra l an d sc ient ifi c ex ch an ge s. T ra de  is  t he m os t ob vio us  ar ea  of  R um an ia n ov er 
tu re s to w ar d th e W est. Befor e 1903. R um an ia  tr aded  alm os t ex clus ively w ith  th e 
So viet Un ion . In  1958, 51.5 per ce nt  of  R um ania ’s tr ad e  was  w ith  th e  So viet 
Un ion  an d 22.2 pe rc en t w ith  no n-Co mmun ist  co un tr ie s.  Tod ay  th e figu res ha ve  
sh if te d  to ar ound 39 pe rc en t an d 35 pe rc en t. The  5- ye ar  pla n to be  co mplete d 
in  1970 ca lls fo r a 55 -percent  in cr ea se  in tr a d e  but on ly  a 30 -perce nt  ri se  in 
ex ch an ge  w ith th e U.S .S.R. On th e o th er ha nd , th is  tr ade  in cr ea se  in cl ud es  a 
pr oj ec te d expe nd itur e of  $1 bi lli on  fo r W es te rn  in dustr ia l goods—tw ic e th e 
am ou nt fo r th e la s t 5-ye ar  pl an —an d “the  di fferen ce  is ho un d to  be in  th e W es t's  
fa vor. ’’ 19 Th e pl an  al so  ca lls fo r $200  m il lion  pur ch as e fr om  th e  U ni ted S ta te s.  
The  ta le  to ld  by  in dust ri a l im po rt  st a ti st ic s is  ev en  more dra m at ic . In  1957, 
84 pe rc en t of  R um ania ’s in dust ri a l im po rt s w er e from  th e U.S.S .R., w hi le  to da y 
th e la rg er p a rt  is  from  th e West, spec ifi ca lly  from  W es t German y,  Fra nce, G re at  
B ri ta in , an d It a ly . Thi s po licy le ad s to  di sa gre em en t w ith  al re ad y in dust ri a li zed  
bloc c ou nt ri es  w hich  w ish to di sp os e of in dustr ia l goods on th e R um an ia n m ar ket  
in  ex ch an ge  fo r food  an d ra w  m ate ri a ls . R um ania ’s ju st if ic at io n is th a t E ast ern  
Eur op ea n goods are  in fe ri o r an d re ta rd  in dust ri a li zati on . Acc ording  to th e 1964 
de cl ar at io n,  tr ad e  w ith th e  W es t is  an  “e xtr em el y im port an t mea ns  of ad va nc in g pe ac eful  co ex is tenc e. ”

Num erou s tr ad e  ag re em en ts  w ith W es te rn  nat io ns il lu s tr a te  R um ania ’s te nd
ency of  est ab li sh in g clos er  ti es  w ith  th e W es t. Thi s tr en d be ga n w ith  th e 
B ri ti sh -R um ania n  5- ye ar  tr ade  ag re em en t co nc lude d on  Se pt em be r 27, 1963, 
whic h pr ov id es  fo r a $32 mill ion ex ch an gi ng  of  goods. Su bs eq ue nt  ag re em en ts  
were sign ed  w it h  W es t German y,  It a ly  an d Fra nc e.  The se  ag re em en ts  were 
po ss ible be ca us e of  e ve n earl ie r over tu re s to  th e  W es t. In  1958 R um an ia n Pri m e 
M in is te r Chivu  St oi ca  in fo rm ed  a U.S . new sp ap er  th a t his  go ve rn m en t w as  
w ill ing to sp en d $100 mill ion on U.S.  or W es t E ur op ea n in dustr ia l eq uipm en t. 
Th e R um an ia n Gov er nm en t al so  se tt le d W es te rn  an d U.S.  cl ai m s in 1959 an d 
1960 about co m pe ns at io n fo r pro pe rt y lo st  or  co nf isca ted duri ng  th e w ar . Also 
in  1959, a hi gh -lev el  de lega tio n vi si te d six W es t E ur op ea n ca p it a ls  and  sp en t $100 m ill ion as tr a d e  inc re as ed .

R um ania ’s tr ad e  gr ow th  re flec ts  her ra te  of  in dust ri a l gr ow th  whi ch  is  th e 
mos t ra pid  in E a s t Eur op e w ith abou t a 15 -perce nt  per year in cr ea se . E xport  of  
in dustr ia l go od s alon e ros e fr om  7.2 per cen t in  1950 to  32.5 per ce nt  in 1965. 
T his  in cr ea se d tr ad e  w ith  re gar d to  sh ee r num be r of  part ners  is  al so  im pres sive .

R um an ia  tr ad es w ith  ov er  100 co un tr ie s a s  co mpa re d w ith 29 nati ons ju s t 15 
years  ago, an d has part ic ip ate d  in an  ev er -inc re as in g nu m ber  of  in te rn ati onal 
tr ad e  ev en ts . R um an ia  ex hi bi te d a t six  tr ad e  fa ir s  in 1950 a s  opposed  to  32 in  
1965. For ei gn  tr ad e  fig ures  of  1966 alon e re flec t R um an ia ’s ra pid  in d u str ia l 
gr ow th . H er ov er al l fo re ign tr ade  in cr ea se d by  10.1 pe rc en t in  1966 ov er  1965 
an d fo ur -f if th s of  R um an ia ’s ex po rt s co ns is te d of  in dust ri a l pr od uc ts . Th ese 
s ta ti st ic s agai n  re flec t her sh if t to w ar d tr a d e  w ith th e W es t. W hi le  th e sh ar e 
in tr ad e  of  th e  “s oc ia li st ” co un tr ie s— in cl ud in g th e  Comecon  co un tr ie s,  Alban ia , 
Yug os lavi a,  Cu ba , O ut er  Mo ngoli a, China , N or th  Vie tnam , an d N orth Kor ea — 
am ou nt ed  to  65 pe rc en t in 1965, it  fe ll  to  59.6 per ce nt in  1966. A t th e sa m e tim e, tr ad e  w ith th e  “c ap it a li st ” co un tr ie s— in cl udi ng th e Eur ope an  in d u str ia l co un 
tr ie s,  th e U ni te d S ta te s an d Ja p a n —i ncr ea se d from  29 pe rc en t in  1965 to 34 
pe rc en t in 19 66 “  R um an ia  t hus ta kes se riou sl y h e r po lic y of  d ev elo ping  “ eco nomic 
ti es  w ith al l st a te s,  w hat ev er  th e ir  so ci al  or de r,  on th e ba si s of  re ci pr oc al  
advan ta ge. ” 21

EX CH AN GES  W IT H  T H E  W EST

Ec on om ic re ci pr oc ity le ad s to  m ut ua l co op er at ion an d ex ch an ge s in ot her  
ar ea s.  Rum an ia  has  ag re ed  to cu lt u ra l,  sc ient ifi c, an d te ch ni ca l ex ch an ge s w ith  
mo st of  it s tr ad in g  par tn er s.  Th e ste el pla n a t G al at i is co ns pi cu ou s fo r th e  lack  
of  th e pr es en ce  of  So viet te ch ni ci an s an d fo r th e  pr es en ce  of  tea m s from  B ri ta in , 
Fra nce , an d W es t Ge rm an y.  As ea rl y  as  1962 Rum an ia  in trod uc ed  po li ti ca l ex 
ch an ge s w ith  In do ne sia.  In di a an d B ur m a,  p a rt ly  to  ob ta in  or e fo r stee l in 
dust ri es to  les sen Rum an ian de jie nd en ce  on th e U.S.S .R.  in th is  field. Su ch  eco 
no mic  m ot iv at io ns  lea d to in te re st  in o th er a re a s : R um ania ’s dep ut y fo re ig n 
m in is te r le ft  fo r In d ia  in May of 1967 to  sign  a cu lt u ra l ex ch an ge  pr og ra m . The  
same mon th , su ch  an  ag re em en t w as  co mpl eted  w ith Den m ar k.  Pre vi ou sl y co n
tr a c ts  w er e sign ed  w ith  It a ly  fo r 196 3-64 , F ra nce  fo r th e 196 3-65 , y,nd Be lgium

18 Reporter, p. 35.
20 RFE, June 7, 1967.21 Reporter.
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fo r 5 ye ar s.  Rum an ia  lia s de ve lope d a fe tich  fo r rece iv ing an d se nd in g dipl o
m at ic  mission s al l ov er  th e w or ld  and has  ra is ed  mos t of her di pl om at ic  m ission s to th e lev el of  am ba ss ad or . In  Jan u a ry  1967, Sp ain and R um an ia  op en ed  co nsu la r and co mmercial re la ti ons— th e f ir st  t im e Spa in  h as ev er  ente re d  in to  f orm al co nsu la r re la tion s w ith  a So viet  bloc co un try.  Bec au se  of  her si m il ar a tt it u d e  to  th a t of  Fra nce  re gar din g m il it ary  blo cs and  nucle ar pro li fe ra tion , ex ch an ge s be tw ee n th es e tw o co unt ri es  are  ra pi dly  in cr ea si ng in nu m be r and freq ue nc y.  In  Ma y 1967, 50 Fre nc h nucle ar sp ec ia li st s m et  w ith  th e ir  R um an ia n co lle ag ue s in  
B uch ar es t whi le th e  ch ai rm an  of  th e  R um an ia n Aca de my of  Sc ien ce s jo urn ey ed  to  F ra nce to be  mad e a m em be r of  th e Fre nc h Academy . D el eg at io ns  hav e al so  vi si te d th e U ni ted Sta te s,  F ra nce , A us tr ia , an d Japan  a s  p a rt  of parl ia m en ta ry  te ch ni ca l, sci en tif ic,  a ca de m ic , an d a rt is ti c  ex ch an ge s.

' R U M A N IA  AN D T H E  U NIT ED  ST ATE S

Th e Uni ted S ta te s has  fin al ly  begun  to mo ve in to  th e void cr ea te d by th e R um an ia n move aw ay  from  th e U.S .S.R. W hile  th e Uni ted S ta te s has not exte nded  mos t-f av or ed  na tion tr ad e  st a tu s  to Rum an ia , a P re si den ti a l de cr ee  has 5 lic en sed m an y prev io us ly  re st ri c te d  ite m s fo r ex po rt  to  Rum an ia  an d has a u th or iz ed  th e  E xport -I m port  B an k cr ed it s fo r th e ir  p ur ch as e.  A lth ou gh  th is  ea si ng  
o f  re st ri c ti ons has in cr ea se d U ni ted S ta te s- R um an ia n tr ade  more th an  fo u rfold  from  19(53 t o 1964. an d ag ai n from  1965 to  1966, th e sol e si za bl e U.S . in ves tm en t in Rum an ia  is a $22  mill ion oi l-cr ac king  un it  be ing bui lt  by U niv er sa l Oil. A no th er  bigg er  de al , a $60 mill ion sy nt he tic- ru bb er  comp lex  to be bu il t by Fir es to ne , fe ll th ro ug h a f te r  a stor m  of  an ti -C om m un is t pro te st s and co m pe ti to r co m pl ai nt s to  Co ng res s. How ev er , p ri vate  fir ms a re  be ginn ing to  ta ke  ad vanta ge of  R um an ia n in ve st m en t as  ev iden ce d by  a Pe ps i-C ola fa ct ory  which  re ce nt ly  s ta rt e d  pr od uc tion  in Ov idu . The  in cr ea si ng tr ad e  be tw ee n th e U ni te d S ta te s an d R um an ia  a f te r  1963 is  sign ifi ca nt , be co ming a re gu la r flow sin ce  P re si den t Jo hnso n’s ex ec ut iv e o rd er of  1964 and his  su bs eq ue nt  remov al  of  ov er  400 ite m s from  th e so-call ed  re st ri c te d  li st  in Octo be r of  1966 an d sp ring  of  1967, re la xin g lice ns in g p ro ce du re .— See a pp en di x II I .

Alth ou gh  in Octob er  1963 th e U.S . Co mm erc e D ep art m ent g ra n te d  a  lic en se  to  a p ri vate  U.S.  co mpa ny  perm it ti ng  it  to  pr ov id e te ch ni ca l d a ta  fo r th e  de sig n, in st al la ti on , an d op er at io n of  a st ee l mill  in R um an ia , th e fi rs t offic ial U.S.  re co gn iti on  of  th e R um an ia n inde pe nd en ce  d ri ve ca m e in  1964. At th a t tim e U.S.  U nd er  Sec re ta ry  of  S ta te  Ave re ll H arr im an  m et  w ith  R um an ia n Vic e P re m ie r Gl ieo rghe  Gas ton M ar in  in W as hi ng to n.  R um an ia  pr ev io us ly  had  st a te d  th a t it  we lco me d “c ap it a li st ” in ves tm en t in  her in dust ri es.  T his  w as  th e fi rs t tim e an y E ast  Eur op ea n go ve rn m en t, in cl ud in g Yug os lav ia , ha d ev er  s ta te d  un am bi gu ou sly th a t such  an  i nv es tm en t w as  w elc om e.
Th e mee tin gs  in  W as hi ng to n had  econom ic an d po li ti ca l ra m if ic at io ns . The  U ni te d S ta te s ag re ed  to  perm it  R um an ia  to bu y mos t co mmod iti es  in th e U ni te d S ta te s w ithout an  ex por t lic en se . The  U nited  S tt ae s al so  de cid ed  to  g ra n t R um an ia  ex po rt  lic en se s fo r “p a rt ic u la r in dustr ia l fa cil it ie s of  s pe ci al  i n te re st .” Th e P re si den t ag re ed  to  fin an ce  R um ania n  im port  cr ed it s up  to 5 year s to  be  un de r-  ♦  w ri tt en  by th e E xport -I m port  Ban k.  R um ania ’s contr ib ution w as  to  guara n te eth e gu ar din g again st  th e  re -e xport  of  U.S.  goods an d tec hn olog y w it hou t th e p ri o r co ns en t of  th e  A m er ic an  G ov er nm en t an d to  pr ov id e fo r th e  pr ote ct io n of in dustr ia l pr op er ty . On th e  po li ti ca l sid e, th e  U ni te d S ta te s an d R um an ia  el ev at ed  th e ir  dip lo m at ic  m is sion s fr om  le ga tions  to  em ba ss ies. R um an ia  re-  af fir med  her in te n t to al lo w  th e em ig ra tion  of  R um an ia ns w ith  clo se re la ti ves livi ng in  th e U ni te d S ta te s.  Th ey  ag re ed  to  neg otiat e ov er  co ns ula r co nv en tion s.  to  pr om ot e to ur ism , and  to  ex pa nd  cu lt u ra l,  sc ient ifi c,  an d ed uca tional  ex ch an ge s. Thi rty- five  hundre d  Amer ican s did  vis it  th e  Bla ck  Sea re so rt  of  M am ai a duri ng  th e  1965 season . The  U ni te d S ta te s se nt a tr ade  mission  to  R um an ia  in  th e  fa ll  of  1965 which  en co un te re d a “w ar m  we lco me ” an d “w il lin gn es s to  si t do wn an d ta lk  ab out po ss ib il it ie s. ” 22 U .S. overt ure s on  our ow n soi l ha ve  m et  w ith eq ua l succ es s an d re ad y ac ce pt an ce  by  th e R um an ia ns.  R um an ia n he ad s of  st a te  ha ve  vi si te d th e U ni ted S ta te s se ve ra l tim es  sin ce  th e  1964 m ee ting  and A m ba ss ad or  Ghe or gh e Dea co ne scu w as  th e  fi rs t Com mun ist  di plo m at  t o o fficia lly  w itne ss  the  la un ch in g o f  a Ge mini c ra ft  a t  Cape Ken ne dy .
Close r econom ic ti es  again  le ad  in ev itab ly , as  in  th e  ca se  of  Is ra e l or  W es t G er m an y,  to  a so ft e r po li ti ca l lin e,  a t le ast  in ap pe ar an ce . An ti-U.S.  p ro paga nd a is less  v ir u le n t th an  in  o th er So viet blo c co un tr ie s.  W hi le  a German  ra dio

22 Inte rnational Commerce, Nov. 15, 1965. p. 7.
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station reported an attac k by a Rumanian official on the “U.S. imperia lists,” 
supported by “militar istic and revanchist  forces,” the summary issued by Radio 
Bucharest failed to mention this passage. The editors of Scanteia also requested 
that U.S. a utho r Irving Stone write an artic le for them on universal ity, a theme 
which is a fitting one considering Rumania’s new foreign policy.

DE-BUSSIFICATION

While Rumanian policy has been described as “harsh Stalinism at home and 
enlightened liberalism abroad,” the government appears to have made a few 
inroads toward eradica ting Soviet influence on Rumanian culture. This process 
is termed “de-Russification.” One element of the eradicat ing process has in
cluded eliminating compulsory Russian language courses in secondary schools 
and closing down the prestigious Maxim Gorky Russian Language Insti tute , 
combining it instead into the Ins titu te of Slavic Language and Lite ratu re of 
the University of Bucharest. The government closed down the Russian  book
store and reading  room in Bucharest and imposed censorship on Moscow’s 
international Communist publication, “Problems of Peace and Socialism” and 
replaced the Soviet “New Times” with a paper written by Rumanians in- f
eluding news compiled from all the leading world newspapers.

The Rumanians went so fa r as to eliminate the Russian names of public 
buildings, theaters, and streets. The government stopped the jamming of BBC,
VOA, and RFB, a “cautious opening of a window to the W est ; another quiet hint  
to the population, and another reduction of Russian influence.” 23 The Rumanians  
also publicly have opposed Soviet domination of the World Federation of Trade 
Unions, the Inte rnational  Student  Union, and the International Federa tion of 
Democratic Women, arguing for unanimity  rule. The government also freed all 
political prisoners. Perhaps  the most s triking of the de-Russification attempts has  
been the rewriting of history to remove the pro-Soviet slant  originated under 
Stalin ’s regime. The government has downgraded the role of the Red Army in 
liberation of Rumania. A case in point is the differences between the two editions 
of the third volume of the official “History of Rumania.” The first edition was 
published in 1963 while the second was in 1964. The contra st between the two 
editions eloquently demonstrates the evolution in political th inking in t ha t short 
but crucial period. One such change is 1963:

“Russia handed back the Rumanian Principa lities, the terr itory situa ted be
tween the Dnies ter and the P rut  excepted.”

And 1964:
“The Rumanian Principalities, occupied from the very beginning of the war, 

were evacuated by the Russians, with the exception of the terr itory situated 
between the Dniester and the P rut, which was included into the Russian Empire.”

Also, certa in passages favorable to the Russians were deleted, such as one 
on page 484:

“The population of the Principalities sought salvation by Russia.”
And page 939:
“Russia has contributed to the process of crystallizing internal Rumanian 

development.”24 (fc
Rumanian concern with sovereignty and the thre at posed by Russia came to a 

head when Russian  scholar EB Valey proposed the creation of an intersta te 
production complex in the Lower Danube section of Rumanian, Bulgarian, and 
Russian  terri torie s. The Rumanians were incensed by his impertinence in the 
very idea of removing a piece of Rumanian terr itory and attach ing it elsewhere *
for whatever apparently good reason. Thus the “harsh Stalinism” is tempered 
by a somewhat anti-Soviet bias.

CONCLUSION

A fierce desire for national independence and sovereignty within the Soviet 
bloc has led the Rumanian Government to move away from the U.S.S.R. when it 
suits its self-interest. Capitalizing on the Sino-Soviet dispute, the Rumanian Gov
ernment  has atta ined  the utmost maneuverability within the bloc and a position 
enabling her to make overtures to the West in both the economic and political 
realms. Such overtures are designed to speed the fulfillment of the Rumanian 
goal of “rapid, all-around indust rialization .” The increasing Rumanian-West-

23 F loyd , p. 98.
24 R FE, May 24,  196 7.



ern trade  and Rumanian active involvement in international organizations such 
as the U.N. demonstrates  her pursuit of her policy of “active coexistence.” At the 
same time, her boycotts of all-Communist conferences and her hesitancy  about 
the Warsaw Pact  and milita ry blocs show her dist rust  of sup rastate schemes and 
her intention to not become a Soviet puppet. Her independent stand from the  bloc 
in matte rs of international import, as in the Middle E ast  crisis, points to her in
creasing autonomy as does the broadness of her scientific and technical ex
changes with non-Communist countries.

Economic incentives can be seen behind most of these overtures. These in
centives have caused Rumania to put economic interest before concern with 
political embarrassment to her allies. A case in point is Rumania’s recognition 
of West Germany, her chief Western trading partne r, at  the expense of Russia 
and East Germany. Her restr ained anticapi talis t rhetor ic and overt invitat ions 
for investment to the United States, fath er of capi talis t nations, suggests the 
possibility of continuing interest in closer trade relations between these coun
tries. Considering the U.S. “bridge building” policy, thi s interest may u ltimately 
lead to most-favored-nation treatment  for Rumania.

The Rumanian “revolt” has been much more subtle than those previous, such 
as tha t of Hungary or Poland, and, therefore , more successful. By playing the 
par t of “Communist good guy,” and mediator on the international  scene, Rumania 
builds its own prestige and. autonomy at  the expense of the Soviet bloc. Anti- 
Soviet moves such as  “de-Russification” at  home may suggest a gradual liberaliz
ing of Rumania’s internal policies. Rumania’s strategy  is paying off for itself and 
for the West Her rapid  rat e of indus trial growth and world prestige indicate 
tha t the seeds of autonomy sown by the Comecon dispute have indeed borne fruit. 
The United States and the West also reap the benefits, for “every step tha t 
strengthens Rumania’s autonomy weakens Moscow’s hold over the whole of East
ern Europe.” 26

The United States  has taken  several positive steps to improve relations with 
Rumania as a resul t of it s growing independence and I  favor extending the ben
efits of “most favored  nation” treatment under  our tarif f laws to Rumania. I am 
of the opinion tha t the United States  should li ft i ts MFN agreement w ith Poland 
until  Poland has ceased shipping arms to Vietnam. As a reward for her  growing 
independence Rumania should be given MFN, to be renewed on a  yearly basis. 
As a “punishment” to Poland for her arms shipments to our enemy, increasing 
disregard for her status as a member of the Inte rnational  Control Commission, 
unila teral  breaking of many of the provisions of the 1956 modus vivendi with the 
church, I propose we lift her  MFN.

The atti tude  of the Polish Government toward improving relations with  the 
United States has been hostile and negative. Mr. Gomulka has  publicly criticized 
efforts to increase contact with the West. Contras t this  atti tude  with tha t ex
pressed by Mr. Maurer, President of the Rumanian Council of Ministers, who 
said las t w eek:

“The meeting and talks  which I had with President Johnson in Washington 
. . . concerning the U.N. Session and other problems of common in terest. . . .  In 
this respect I would like to underline tha t the Rumanian Government rightly 
estimates the importance of the relations with the United States  and desires to 
extend them; this problem does not belong only to us, but it also belongs to the 
position of the United States, to its desire to promote these relations on mutual 
advantageous basis.”

The Fir st Secreta ry of the Rumanian Communist party, Nicolae Ceausescu, 
said in his remarks before the Grand National  Assembly la st wee k:

“We are for the development of fr iendsh ip between the Rumanian and Ameri
can peoples, for the extension of relations between the two countries on mutually 
advantageous grounds, in  the interest of cooperation and peace the world over.”

Mr. Speaker, as  a part of my remark s I i nser t a t this point several recent edi
toria ls regarding developments in Rumania as well as the text of a lett er I have 
written to each of my colleagues on the Foreign Affairs Committee asking tha t 
they support my amendment to lif t Poland’s status as a MFN which was granted 
by an  amendment in 1963 to the Foreign Assistance Authorization Act of 1961: 

“Appendix I

“Even more recently Ceausescu has bitingly criticized the Warsaw Pact. In a 
major speech before the Par ty active of Brasov on June 18 (Scanteia of June 19)

25 Rep orte r.
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the  Pa rty  lead er called for the  “own command” of the mi lita ry forces of each Wa rsaw Pact member  count ry. He rei terated his advocacy of aboli tion of both the  NATO and  Warsaw pacts. The new element in thi s pronouncement is his underlining  of the  need for  a nat ional command of the armed forces of each Warsaw  Pact member ra th er  than a unified command as presently  exists.”

“A ppe n d ix  I I

Rumanian-West German trade, 1959-63 
[I n  mill ion lei  fo re ig n cu rr en cy ]1959 ------------------------------------------------------------------------------------------  256.41960 ___________________________________________________________  539. 21961 ------------------------------------------------------------------------------------------ 6,SO. 51962 ------------------------------------------------------------------------------------------  789.61963 -------------------------------------------------------------------------------- 780.6 + 304.4

“ Appe nd ix  I I I

United States-Rumanian trade, 1960-1966 
[T hou sa nd s of doll ar s]

U.S. U.S. er- im-T ear: ports ports1960 -------------------------------------------------------------------------  1.260 1,4611961 -------------------------------------------------------------------------  1.424 1.3621962 ________________________________________________  802 6261963 -------------------------------------------------------------------------  1,249 78919 04 ________________________________________________ 5.256 1,2721965 ________________________________________________  6.385 1,8361966 ________________________________________________  27.242 4.655

Ch ief  U.S. expo rts  
[M ill ions  o f do ll ar s]Pr od uc t:

H id es ______________________________________________________  5. 5Chemical compounds__________________________________________  1. 3P ip e s______________________________________________________  1. 0Hand tools-----------------------------------------------------------------------------  . 4Pow er  m ac hin er y__________________________________________________  . 6Heatin g equipm ent__________________    3. 4Pum ps_____________________________________________________  . 6Oil field equipm ent___________________________________________  1. 2Oil valves, caps______________________________________________  . 9Electric circui t apparat us_____________________________________ . 9Prospect ing instr um en ts,_____________________________________  . 8Elect ric  measuring  devices____________________________________  . 5Specialized purpose vehicles___________________________________ . 8

Chief U.S. imports from Rumania 
[M ill ions  o f d oll ar s]Pr od uc t:

Che es e____________________________________ ________________  0. 5Xyl en e_____________________________________________________  . 5Pig iron____________________________________________________  . 9F u rn it u re __________________________________________________  . 4Lea ther footwea r_____________________________________________  . 7
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[F ro m  th e C h ri st ia n  Sc ien ce  M on ito r]

R eds R es ti ve : R om ania  A s k s  C h an g e  in  W ar sa w  P act  

(By Paul  Wolil)
The Warsaw Pact, which—unlike the North Atlantic Treaty Organization— 

seemed to be solidly united, now also shows signs of internal differences. What 
France has done to NATO, Rumania apparently would like to do to the Warsaw 
Pact.

Only Romania h as neither the political weight nor the geographical position of 
France. It  has pledged to remain a fullfledged member of the Warsaw Pact, but 
it wants ■changes in the present setup.

Other (bloc countr ies also are dissatisfied. Criticism of the organization and of 
the way it functions has become so strong that  it took more than two months 
to reach an  agreement on a successor to its former commander-in-chief, Marshal 
Andrei A. Grechko, who on April 10 became Soviet Defense Minister in place of 
the late  Marshal Rodion Y. Malinovsky.

As Defense Minister of the Soviet Union, Marshall Grechko could not at the 
same time be commander in chief of the Warsaw Pa ct forces.

Last year when a reform of the Warsaw Pact was on the agenda, it was 
reported tha t the Romanians and Poles had proposed tha t the position of com
mander in chief  should rotat e among the  pact members. In May, Moscow sources 
mentioned the possibility of a structural reorganization of the pact

WIDER VOICE PLANNED

The idea was to have a permanent council of defense ministers or deputy 
defense ministers of the member countries attached to the office of the com
mander in chief.

The suggestion to form a permanent council or secretariat inside the Warsaw 
Pact originally had been made by General Secretary Leonid I. Brezhnev.

The purpose was to give the other member countries grea ter say. The 
Eastern  defense organization was to have at least the appearance of an inte r
national agency ra the r than tha t of an auxil iary of the Soviet Defense Depa rt
ment.

Financial considerations also were involved. Several member countries had 
begun to reduce thei r defense budgets. This might have led to a curtainment  of 
their  financial contribution to the Warsaw Pac t and would have led to a 
curtailm ent of their  financial * * *.

Mr. Brezhnev’s suggestion so fa r has not been acted upon. Instead another 
reorganization proposal was mentioned in Moscow in May. There were to be 
two regional commands: one for the northern tier, including Czechoslovakia, 
East Germany, and Poland; and another one for the southern tie r—Bulgaria, 
Hungary, and Romania.

KREMLIN SUPPORT HINT ED

Again no decision was reached. At one time it was reported tha t in order to 
get around the thorny problem of a stru ctural reorganization of the Warsaw 
Pact, the Defense Minister of Poland, Marshal Marian Sychalski. should resign 
from his post and be made commander in chief of the pact forces.

The Warsaw Pact then could no longer be accused of being an appendix 
to the Soviet milita ry establishment. Separation of the command from service 
in a national defense ministery  would give it international s tature.

There is evidence tha t a certain international ization  and a widening of the 
Warsaw Pact  was supported at one time also by the Kremlin.

Thus Cuba and Mongolia were represented at the meeting of first secretar ies 
and defense ministers of the Pact countries in Moscow in October, 1966.

Subsequently the first secretaries and the defense ministers were shown 
Soviet rocket instal lations  at  the so-called Cosmodrom in Central Asia and 
acquainted with the most advanced Soviet weapons.

These demonstrations seem to have left  a lasting impression on the military. 
Mr. Brezhnev mentioned them again in his address at the Soviet Military 
Academy’s graduation ceremonies on July  5, which was attended by high officers 
of all the Soviet bloc countries.

On Oct. 23, 1966. af ter  the completion of the military demonstration, Krasnaya 
Zvezda, the daily of the  Soviet a rmed forces, even suggested that North Korea 
might be included in an enlarged pact.
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This suggestion also has been shelved. When on July 8 Marshal Ivan I. Yakubovsky was appointed to the vacant post of commander in chief of the Warsaw Pact forces, it was clear tha t the Kremlin’s conservative line had prevailed.
MOSCOW RESISTS DEMAND

As in the past, the Warsaw Pact forces are headed by a Soviet marshal, who at the same time is First Deputy Defense Minister of the Soviet Union, and is flanked by a Soviet Chief of Staff, Gen. Mikhail I. Kazakov.Marshal Yakubovsky is a former commander of Soviet forces in East  Germany. General Kazakov held a corresponding position in Hungary afte r 1958.A Romanian demand that Marshal Yakubovsky be relieved of his  position as a Soviet F irst  Deputy Defense Minister so f ar has been of no avail.As if to stress continued Soviet supremacy, Marshal Yakubovsky even before his formal appointment was in command of recent Warsaw Pact  maneuvers in Czechoslovakia and Hungary (Jun e 14 to 19).The large maneuvers of pact forces in southwestern Bohemia and Moravia in September, 1966, were commanded by Czechoslovakia’s Defense Minister, Gen. Bohumil Lomski.
Pravda must have been aware of the misgivings aroused in Bucharest, and probably also in Warsaw, by the Kremlin’s insistence on maintaining the organizational structure of the Warsaw Pact, when it appealed on July  21 to member countries “to consider their  participation not as a formal membership, but as a vital, creative working cooperation in military and political matte rs.”The pact is indeed vital for the  Soviet position in Europe.According to data  from French intelligence reports, published in the July  15 issue of the French biweekly “Est et Ouest,” the forces of the member countries other than the Soviet Union number close to 1.2 million, including armies, navies, and air  forces, or almost hal f as much as all the milita ry forces of the Soviet Union.

[F ro m  th e W as hi ng to n S ta r,  Ju ly  30, 1967 ]

Romania Echoes Non-Reds on A-Pact

(By Bernard Gwertzman)
Romania has broken publicly with the othe r Warsaw Pact  nations on aspects of the  proposed nonproliferation trea ty and has stated reservations strikingly similar to those voiced by West Germany, India, Japan and other nations.Up to now, the Warsaw Pact  countries have appeared to support the  general lines of the treaty  as proposed by the United States and the Soviet Union. The two major nuclear powers reportedly have agreed on a d raf t th at simply calls on non-nuclear na tions not to make nuclear weapons and on nuc lear powers not to give any away.

FEARS REPEATED

This general agreement still  lacks an accord on how the trea ty would be policed, but all experts regard the verification section—the so-called Article 3— as negotiable.
Romania’s objections, stated la st week by Nicolae Ceausescu, general secretary of the Romanian Communist party, and by Emil-Bodnaras, a member of the executive committee of the party presidium, go much fur ther than  the simple disagreement over verification procedures.
They repeat the fears stated by such countries as West Germany, Japan, India and Sweden th at  the trea ty does not provide guarantees tha t peaceful nuclear programs can be carried out, and tha t the trea ty does not ensure the security of non-nuclear powers against nuclear blackmail.
Ceausescu said, in a speech to the Romanian National Assembly, t ha t agreement on a nonprolifera tion trea ty must go hand in hand with disarmament measures by the nuclear powers.
“Without clear, firm, and efficient action by a ll states to stop the production of nuclear weapons, for reducing and ultimately liquidating existing nuclear weapons stockpiles, nonproliferation would not only fa il to ensure progress along the path of liquidat ing the danger of nuclea r war but would bring about its indefinite perpetuation,” he said.
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*

“Such an approach to the nonproliferation of nuclear  weapons would only legislate the division of the world into nuclear and non-nuclear states and allow the nuclear powers to continue to increase their  nuclear arsena l and perfect the technology of nuclear weapons.”
Ceausescu said that “with the  assuming by the non-nuclear states  of the obligation of renouncing nuclear weapons a nonproliferation tr eaty must contain precise obligations by the nuclear states regarding measures aimed at  banning and destroying these weapons.”
This is essentially the position taken by Sweden, Japan, Italy, and some other states, but regarded as unfeasible by Washington and Moscow.India, faced with possible blackmail from Red China, has  sought some built-in security pledge—but the United States has resisted this.Ceausescu said “it is quite justified and necessary tha t—until the complete liquidation of the nuclear weapons—non-nuclear states  get security guarantees and, first of all, the pledge of states which have the nuclear weapon, not to use it against them and not to threaten, under any circumstances, the use of this weapon.”
Some West German leaders have voiced concern the trea ty would inhibit the growth of nuclear powerplants, and the Romanian leader echoed this concern.“Any restric tions regarding access to the peaceful use of nuclear energy would doom the non-nuclear countries to lagging behind, from the indust rial and scientific point of view, and would encroach upon the right of all the peoples to benefit by the great achievements of modern civilization,” he said.Bodnaras pointed out, in his speech, tha t the production of the atom for peace “is inseparably linked with the process of producing the primary element of nuclear weapons, and peaceful research in some fields of nuclear technology is practically impossible to separate  from tha t of military  portent .”The Romanian statement did not come as a surprise to U.S. officials—and presumably did not s tart le Russia either. Romania is a member of the 17-nation Geneva conference discussing a nonprol iferation t reaty and these views have been stated privately by Romanian diplomats.
But the public natu re of the reservations is sure to slow down progress on arriving at a trea ty tha t will be signed by the world community. France and Red China already have s tated the ir lack of interest  and many of the reservations stated by Romania and others  a re unacceptable to the United States and Russia in treaty form.
Washington and Moscow appreciate the need for secur ity of non-nuclear states, but believe this is a mat ter best taken up in the United Nations separately.Romania’s independent position is in keeping with its policies of recent years.Although professing strong support for the unity of the Communist world, Romania consistently has taken unique positions, often appearing to be anti- Soviet. In  recent months, for instance, Romania has gone against  the rest  of the Warsaw Pact  in establish ing diplomatic ties w ith West Germany, in refusing to condemn Israel as an aggressor, and in its  views toward China.In his speech, Ceausescu had warm words for the Soviet Union, obviously striving to ease the somewhat strained relations between the two co untries ; he also had friendly remarks fo r the United States, Red China, and  vir tually  every other country in the world.
Romania, in fact, is the  only country to have good relations with every major power.

5
[F ro m  th e New York Time s, Ju ly  30, 1967]

A Purge Reversal in Romania Likely—Signs of Rehabilitation for Executed 
Red Are Noted 

(By Richard Eder)
Bucharest, Romania, July 28.—The rehabil itation of Romania’s most prominent victim of the Stalin-era purges is being predicted by a number of experienced diplomatic observers here.
The victim, Lucretiu  P atrascanu, a Minister of Justice, was a founding member of the Romanian Communist party and a leader of a national group, as opposed to the so-called Moscow group, during and afte r World War II.He was something of a hero to the intellectuals, but he rapidly lost ground within the par ty. In 1948 he was purged for what were described as bourgeois attitudes, and in 1954 he was executed.

89 -5 77 — 68------ 17
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Mr. Patraseanu, a man of relatively broad intellectual Tange and flexibility, was a principal contract between the Communists and the democratic parties, both during the war and in the early coalition governments that followed.
UN DE R SU SP IC IO N

He came under suspicion of the hard-line groups led by Anna Pauker and Gheorge Georgliiu-Dej that  took control of the party. Because of his contacts with other groups and because he had some populari ty, there was a suspicion tha t he intended to build an independent Titoist position qui te incompatible with the s tric t Moscow line th at prevailed at the time.
Other Communist partie s have long since rehabilitated purge victims—Wladyslaw Gomulka in Poland, Rudolf Slansky in Czechoslovakia, Laszlo Rajk in Hungary and Traicho Rostov in Bulgaria.
A mention of Mr. Patraseanu in a recent issue of a historical journa l, brief hut not condemnatory, was one sign that his status might be undergoing a change.
Adding weight to this are reports tha t the Patraseanu case was discussed intensively during a meeting of the Central Committee late in June. f

SECRET POLICE CRITICIZED

This meeting was devoted to critique of abuses by the secret police—nine speakers were listed on the subject—and its decisions provided the basis for the recent speech by the party  Fir st Secretary, Nicolae Ceausescu, announcing reform of the security police.
Rehabili tation of purge victims in Romania creates a special problem.In thi s case it  was the man ful ly backed by the Russians—Mr. Gheorghiu-Dej— who led the shif t himself, smoothly and without losing his grip. Since it was during Mr. Gheorghiu-Dej’s rule tha t Mr. Patraseanu was tried  and executed, any full-scale rehabil itation would tend to discredit the man whose associates are now running Romania.
This leads some political analys ts to speculate tha t the readjustmen t of history in Mr. Patrascanu’s case will fall short  of a full-dress one.

SO ME  DOW NGRAD ING NOTED

Yet i t is noted tha t some diminution of the late Mr. Gheorghiu-Dej’s memory has already taken place. In his speech about the secret police, Mr. Ceausescu stressed that  the worst of the abuses took place not recently but several years ago.
More significantly, in putting  the main units  of politica l security—the political police and mobile guards—under a newly formed committee, Mr. Ceausescu asserted tha t this would prevent any one man from being able to dictate  the political, economic and social destiny of the nation.The implication brought to mind the case of Mr. Gheorghiu-Dej who, un til he died in 1965, held undisputed control of many phases of Romanian life. *Mr. Ceausescu, a generation younger, has put  his associates in key positions ”and is undoubtedly the supreme figure here, though not to the same extent as his predecessor. On the nine-man par ty Presidium, it is customary to count five members as Ceausescu men.

FOUR OT HE RS DIF FER A
The four others—Chivu Stoica, Dim itriu Apostol, Emil Bodnaras  and Alexan- dru Draghici, all of whom were like Mr. Ceausescu, close associates of Mr. Gheorghiu-Dej—are reported to be more independent. There are reports  that some or perhaps all of these have expressed occasional doubt about the tactics of defying Moscow though not about the policy at issue.The fact tha t Mr. Ceausescu called a Central Committee meeting before going ahead with the move on state  security—not a practice of his—and the fact that his speech kept referr ing to the authority  of the  Central Committee, suggests to some experienced observers t ha t he may have found his major ity on the  Presidium too narrow for a move of such importance.
In the light of this, some diplomatic observers believe th at the cautious aspersions on the Gheorghiu-Dej era may lead to a gradual easing out of some or all of the four-man Presidium group.
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[From th e Chri sti an Science Monitor]

Romania Walks Alone

(By Eric Bourne)
Bucharest, Romania.—Romania has firmly reasserted its independent foreign 

policy both within and without  the Communist world.
It  has done so withou t seemingly aggravating the disagreement which has 

imposed str ains  on relat ionships  with  the Soviet Union and o ther bloc partners in 
the l ast  few years.

It  has not—as the more extravagan t predictions on the eve of the current 
parliamenta ry session here had suggested—withdrawn or even hedged on its 
present  membership in the Warsaw Pact  and its parallel  economic body, 
COMECON. Nothing really has changed.

It  has said again, quite unequivocally, where it stands on international issues 
disturbing world and East-West relations—sometimes in  line (Vietnam) and on 
several questions (Germany, the Middle East) out of step with its Communist 
allies. But it has done this without fur the r offending the Russians. On the con
trary, the lat ter  might be grati fied by the relative mildness—firm though he was 
on positions already taken—with which Romanian policy was expounded by the  
party leader, Nicolae Ceausescu.

He was opening w hat is euphemistically called here a  debate on foreign affairs  
by the “supreme forum of the country,” though Mr. Ceausescu is not himself a 
member of the  government. Foreign Minister Corneliu Manescu sat mute amid 
the main body of deputies while foreign policy was presented.

The speakers following Mr. Ceausescu’s lengthy review merely echoed what the 
party leader had to say, though few of his hearers would dissent from his re
newed declaration of independence.

Tha t in fact  was the main purpose of thi s parl iamentary  exercise.
The divergence between Bucharest and Moscow over Middle Eas t policy 

seemed to the Romanians to necessitate  th is further  clarification of thei r position 
for their own people as well as the outside world.

With thei r usual flair for attr act ing  a ttent ion to themselves, they drew a fai r 
cross-section of the Western press to Bucharest and the sizable body of Soviet 
bloc journalis ts in residence here with advance hints that something interes ting 
was afoot.

If there was nothing drama tic in the way Mr. Ceausescu restated Romania’s 
position, it was not, however, without significance.

Notable was the absence of any of the openly or implied provocations of the 
Soviets which has usually figured in his speeches or written pronouncements in 
the party . It  was as if he h ad said, “Enough ‘needling’ of the Russians, we can 
make our policy clear without it. ”

Some recent events here have, in fact, indicated the existence of dissenters— 
few, perhaps, in number but of some influence—as a result  of too great a loosening 
of bloc ties and affinities. Mr. Ceausescu has apparently dealt with those, but 
nonetheless, while sticking to old ground and an independent Romanian policy, 
his tone was relatively  mild and he said enough on o ther scores to mollify the 
Soviets and most of the East Europeans.

appraisal softened

If  he berated the big powers—and in th is context Romania would have mainly 
the Soviet giant  of the Communist world in mind—for denying the small and 
medium powers a bigger voice in affairs, he was more generous in h is appra isal 
of Soviet-Romanian relations than  Romanian spokesman have been for some 
time.

These were given high place in  his rundown of contac ts with other countries. 
The Soviet Union’s role in World War II —both in the allied victory and in the 
liberation of Romania—was more warmly acknowledged. So, too, was its  massive 
contribution to Romanian foreign trade.

He put strong stress on the need for restoring unity in the Communist world 
and urged more and more meetings and exchanges among Communist parties, 
though steering clear of anything like the world assembly demanded by Pravda 
on the eve of this  session.

He reaffirmed Romania’s adherence to the Warsaw Pact  and credited COME
CON with a “positive p art ” in economic relations within the bloc. He disclosed
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that Romania has advanced its own proposals which now are being negot iated for more cooperation and production between its  members. He left no doubt about Romania’s individua l attitu de towards West Germany, the Middle East, and the nuclear nonproliferation treaty where Romania’s view has much in common with Western concepts. Bu t the Soviets can * * * accept these if the Romanians show no signs of rocking the boat further.
The sharpest  overt w ords were for the United States—over Vietnam, of course, and the Arab states, w’ho were bluntly urged to abandon dreams of “liquidating” the state  of Israel. On this score anyway, the Romanians say, the gap between themselves and Moscow is not now so great since the lat ter  is reportedly advising the Arabs to recognize Israel  as par t of a plan to secure its withdrawal from Arab te rritory.

[F ro m  th e W as hi ng to n S ta r,  Ju ly  30, 1967]

Romania to tiie  Arabs

In his address the other day to the National Assembly in Bucharest, Nicolae Ceausescu spoke warmly of Romanian-Soviet friendship and cooperation. Once again, however, he made clear that his independence-minded country, though Communist-run and a member of the Warsaw Pact, differs from the Kremlin on a number of key issues.
A significant example revolves around the Mideast crisis. Despite Moscow’s pressures, Buchares t flatly refused to go along with the Soviet bloc’s futile efforts, led by Premier Kosygin, to persuade the recent emergency session of the  United Nations to condemn the Israe lis as aggressors. Ceausescu, chief of Romania’s Communists, reasserted thi s divergence in his National Assembly speech. Further, he used the occasion to deliver a polite but blunt lecture to the Arab militants. Suggesting th at they engage in peace talks, he told the m: “We do not understand and do not share the position of those circles which speak in favor of the liquidation of the state  of Israel. . . . the lessons of history show tha t no people can achieve thei r national and social aspira tions against another people’s right to existence.”
No other Communist leader has spoken out so for thrigh tly and constructively on the subject. Certainly  the Russians have not. On the  contrary, as far as the open record goes, thei r policy—despite a belated behind-the-scenes effort at  the U.N. to persuade the Arabs to be reasonable—apparently  consists of nothing but a continuing one-sided condemnation of the  Israelis, a show’ of Soviet naval force in Egyptian ports and disturbingly heavy a rms shipments to such reVenge-seek- ing Arab states as  President Nasser’s Egypt.
In his recent cheerless report to his misled countrymen, Nasser repeated his stale war slogans. But he did declare, even if  ambiguously, th at he would “never slam the door to a political settlement” to bring peace to the Middle East.If  these words mean anything at all—which may be a big “if”—then possibly Romania’s sound advice may yet find a hearing and a positive response in the self-deluded Arab world. It  is a world desperately in need of such action.

I
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At the close of the ir discussions the participants in the Thirty- 
first American Assembly on The United S tates  and Eastern Europe 
reviewed as a group the following s tate ment The statement repre
sents general agreement; however, no one was asked to sign it, and 

i  it should not be assumed that  every part icipant necessarily sub
scribes to every recommendation.

INTRODUCTION

Easte rn Europe continues to be highly important to the United States. This 
region, long identified with  the main currents of Western history, has con
tribu ted as well to our own national development. The changes in Easte rn 
Europe over the past decade afford opportunities to the United States, in 
concert with Western Europe, to devise policies which promote the aspirat ions 
of the East  European peoples, and contribu te to international order. The 
policies now required must have the wisdom, understanding, and support of the 
American people.

Clearly the futu re of the countries of Eastern Europe should be determined 
by the peoples of those countries themselves. United States policy toward 
Eastern Europe must also take into account the character  and tone of relat ions 
between the United States and the Soviet Union and between the Soviet Union 
and  Communist China. This policy will also be affected by developments in 
other parts  of the world, such as Southeast Asia, and by other issues which 
require American a ttention and resources. There is no inconsistency of purpose 
in working for improved relations with Eastern Europe and the Soviet Union 
at  the same time as we oppose communist aggression in Viet Nam and other 
parts  of the world. Both policies are instruments designed to promote peace 
and freedom.

The core of American policy must remain the maintenance  of national se
curity. political vitality,  and a readiness to use our resources with skill and 
resolution for the establishment of world order. We must remember tha t the 
progress of some of the state s of Easte rn Europe toward national independence 

■k has  been influenced by American strength  and policy, the existence of institu-
tions such as NATO and the European Common Market, and the firm Western 
position in West Berlin.

The diversities among Eas tern European countries, both in thei r domestic and 
international affairs, suggest tha t there is no single o r simple policy for us or 
for them.

While continuing to pursue  our active interest  and role in Eastern Europe, 
the United States must recognize the fact tha t the peoples of Western Europe 
are  closer in culture  and in space than we to the peoples of Eastern Europe and 
will play a leading role in relations with tha t area.

The revival of national  feeling, progress at varied levels and varied rates of 
speed toward grea ter autonomy and liberalization, the magnetic attraction of a 
revitalized  West, and the pressures  created by economic growth and resu ltan t 
technological needs—all provide the United States  and Western Europe the 
opportunity to assist  the peoples of Eastern Europe toward a freer  and more 
productive life. We should develop the means to pursue this opportunity in 
closer consultation with Western Europe, both within and outside NATO, than 
is the case at  present.

(255)
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The experience of Yugoslavia in the past two decades has  il lustrated  both the possible political and economic evolution on the part  of an Eastern European communist state  and the mutual advantages flowing from normal and cooperative relations between such a state and those of the Western world. American attitu des and policies which have contributed to such trends continue to be relevant to developments in Eastern  Europe.
In formulating long range objectives, we should take into account the forces contributing to change in the countries of Eastern Europe:a. the move of these peoples toward national independence and responsive self-government, and their desire for the benefits of modernization, with the futu re characte r and form of each people’s political and social system expressing its own ind ividuality ;
b. their desire to restore the tradi tiona l friendships between E astern Europe ,and Western Europe so th at the peoples of Europe as a whole may play a more important and constructive role in world affairs.
American policy should be so formulated and administered as to assis t the spread of these changes in the communist world.
We seek evolution, not revolution. Therefore, the manner and style in which we execute our policies and seek these grea t goals are  almost as important as the /policies themselves.
In pursuing these objectives during the  period of uncertainty, any policy, even a policy of doing nothing, is fraught with dangers. The proposals which follow are made with the understanding tha t no one can anticipate the futu re confidently and th at accidents  and the efforts of others  may thw art  our best designs. Frust rations might arise  from the nature of the communist regimes, complexities of the  German issue, the powerful Soviet position in Easte rn Germany, and the reluctance of the Soviet Union and the regimes of Eastern Europe to permi t fundamental change.
While i t may be argued tha t some of these proposals could have the effect of solidifying communist rule, rather than encouraging forces which will relax and modify the system, the evidence of the last  ten years supports the  lat ter  judgment.Finally, our policies, indeed any policies one could propose for this area, assume tha t the American people will have the good sense and patience to support the East  Europeans in a process which will inevitably last a long time.

PROPOSALS

1. The United States should maintain and strengthen its relationships  with the peoples of Eastern Europe, build common intere sts with them, and encourage them to resume a responsible role in world affairs. National independence for these countries is a prerequisite to policies of interdependence which are fundamental to the solution of international problems.
2. Our re lationships with the Soviet Union should be taken fully into account in shaping our policy toward Eastern Europe. While searching for a stable European settlement, we should at the same time strive to reduce tensions in Europe so as to decrease the  dangers of war. We should seek to prevent a new race for anti-ballis tic missile defense, press for a non-proliferation treaty , and seek o ther means of arms control. Under existing conditions, such far-reaching approaches as neutralization of Germany or the establishment  of atom-free zones in Europe, would not contribute to a satisfac tory European settlement.3. Germany and German reunification remain central to our policy for  Europe.a. We should increase our level of interest and concern with Germany and Iwith Europe. We should ensure tha t West Germany remains confident of the continued support of the United States and its allies for the unification of Germany.
b. Our policy suggestions do not include East  Germany, the situation of which is different from tha t of the Eastern European states. There seems to be no immediate prospect for a plebiscite within Eastern Germany regarding reunification of Germany, but the desire for national unity persists.c. We should, with the Federal Republic, be prepared to accept the Oder-Neisse line as the boundary between Poland and a reunited Germany when the communist powers are prepared to withdraw from the Elbe.d. We welcome Western German economic and diplomatic agreements with the countries of Eas tern Europe.
4. The United States welcomes the re-establishment  of closer relations  between Eastern  and Western Europe and the expansion of West European cultural and technological contacts. The changing situation in Eastern  Europe
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affords new opportunities for mutually  beneficial economic relations, especially trade.
a. Congress should eliminate all legislative and procedural controls over trade 

in non-strategic items with Easte rn Europe more restric tive than those of our allies, so that tr ade relations may become normal.
b. American trade  with Easte rn Europe in non-strategic items should remain 

primarily  the responsibility of American businessmen. Credit should follow the customary commercial pat tern s of trade, with government guaran tees when 
appropriate.

c. The Congress should provide the President with the autho rity to extend non-discriminatory trea tment to imports from any Eastern European state  
when he determines such a step is in the national int ere st

, 5. With our Western European allies, we should encourage the active participa-
tion of the Easte rn European state s in the United Nations as well as in interna
tional institutions, such as OECD, GATT, and the aid consortia of the World Bank.

6. The vital ity of Western culture has a powerful attraction  for the peoples- of Eastern Europe. Individual Americans, foundations, universities, learned» societies, religious groups, trade  unions, community organizations such as World
Affairs Councils, and the government alike should all contribute in thei r own way to increasing the reciprocal flow of ideas, people, publications, and arti stic  
works.

We propose:
a. The expansion of exchange programs, parti cula rly with opportunities for 

a richer intellectual development for  Eas t European leaders from the most im
portant fields of activity and study.

b. New emphasis upon arrangements for continuing cooperative work of groups 
here and in Eastern Europe on common problems, such as  a ir pollution and medical research.

c. The sharing of knowledge in areas central to modern life, such as  business 
management, public administration , and non-strategic technology, to help speed the trans format ions a lready underway in those countries.

d. Expansion and improvement of English language instruction and of system
atic  study and knowledge of the United States in univers ities, and of librar ies on 
the United States.

e. Continuation and enlargement of our efforts to provide accura te news and 
cultural programs via Western radio and television stations , and an increased 
flow of Western publications into Eastern Europe.

7. The h istoric cultures of these peoples have enriched American life. In spite 
of the impressive achievements of the last  two decades, knowledge and understanding of Easte rn Europe in the United States  remain inadequate. Univer
sities should continue and the private foundations should expand thei r investment 
in research, instruction, and publication concerning Eastern Europe. Programs 
of the International Education Act should include atten tion to these goals.

r



Appendix II I.  A n E xchange of Correspondence Between Chair
man Kelly and th e Office of E xport Control, Dealing W ith 
the  Shi pm en t of A merican  Computers to E astern E urope

May 6, 1968.
Mr. Rader Meyer,
Director, Office of  Expor t Control, Department of Commerce,
Washington, D.C.

Dear Mr. Meyer: I am attach ing a self-explanatory item from the Congres
sional Record of May 1st.

In conjunction with my Subcommittee’s continuing hearings on East-West 
trade, I would appreciate your cooperation in submitting to us whatever in
formation is available  regarding the issuance of an export license fo r the ship
ment of Series 360 IBM computers to East Germany.

Your sincerely,
Edna F. Kelly,

Chairman, Subcommittee on Europe.

[Excerpt from p. H-3180 of the Congressional Record May 1, 1968]

Prospective Sale of 360-Series Computers to East Germany

(Mr. Blackburn asked and was given permission to address the House for 
1 minute and to revise and extend his  re marks).

Mr. Blackburn. Mr. Speaker, recently i t has come to my attention tha t Int er
national Business Machine Corp.—IBM—plans to sell one of their 360-series 
computers to Eas t Germany. Furthermore, it has been brought to my a ttention 
tha t IBM has sold 1400-series line computers to Bulgaria, Poland, Czecho
slovakia, and Hungary.

Until recently, IBM’s 1400-series data  processing system was among the 
world’s most complex and sophisticated systems. However, now IBM has 
developed it ’s new 360-series and wants to sell it to the East  Germans. By 
the way, East Germany is so hostile toward us tha t we do not have diplomatic 
relations  with them.

The 360-series computer is IBM’s most advanced. It  occupies many rooms 
and is used by many major American corportions, the Federal Government, 
particularly  in national defense installa tions. For example, this 360-series is 
now an integra l par t of our Polaris  missile system. IBM is now campaigning 
to sell this new system to Eastern European Communist nations and East 
Germany, all of them now participating to some degree in supporting Hanoi’s 
war effort.

It  is a well known fact tha t Communist countries embark on trade programs 
in areas  in which they find themselves deficient. With the United States 
Government, and our own private corporations spending billions on research |
and development, Communist nations can easily take full advantage of our 
technology by buying the machine from us, thus benefiting from our scientific 
and technological know-how. So, we build up their  war-making capability  with 
our technology, while at the same time we try  to fight Communist aggression 
in Vietnam. I find this policy totally inconsistent with any sane foreign policy.
Are we supposed to trade and be kind to all Communists west of longitude 140 
degrees and north of latitude 50 degrees and kill all Communists elsewhere?

Today, I entered a concurrent resolution which would express the dissatis 
faction of Congress, with the negotiation to sell, and the subsequent sale of, 
advanced computer systems to Communist nations by certain American business 
corporations. I hope that  the House will consider this m atter as soon as possible.
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U.S. Department of Commerce,
Bureau of International Commerce,

Washington, May 23, 1968.
Hon. Edna Kelly,
House of Representat ives,
Washington, D.C.

Dear Mrs. Kelly : This is in reply  to your le tte r of May 6, 1968, regarding 
alleged sales of compute rs to Ea st European  coun tries  by the International Bus i
ness Machines Corporation.

With  regard  to the enclosed excerpt from the Congressional Record  of May 
1st, we believe much of the info rmation is incorrect. The IBM 1400 serie s da ta 
processing system, first  intro duce d in 1960, is not  considered soph isticated  and 
includes only smal l and rela tive ly slow computers. Even at the time of their  
introduct ion, those c omputers  w ere fa r less powerful tha n many other computers  
man ufactured  by IBM and  other firms. They have since become obsolescent and 
find use only for nondemanding applications.

The IBM 360 series includ es computers rang ing from a small, business-type
* machine at  the  low end (th e 360/20), to a very advanced, complex and sophist i

cate d computer (the 360/92) at  the top. The sma ller  machines are  used  pr i
marily  for  simple applications, such as inve ntory control , payroll , and rou tine  
calculations. Some of the larg e 360 series computers are  suitable  for hand ling 
stra teg ic problems in mi lita ry, space and atomic energy areas.

We have consulted the Department of Defense with  regard to the stat ement  
in the Congressional Record that  the  360 se ries is an inte gra l pa rt of the  Polaris  
missile  system, and are  advised that  no IBM equipment is used in any Polar is 
submarine,  subm arine tender, or missile. In  fac t, we are  told that  no IBM com
puter  is used in the  Polar is weapons system at  a ll. Our DOD contac t did advise, 
however, th at  some IBM equipment is found in cer tain ins tallatio ns which  bear  
some rela tion  to the  Polar is program. For example , an IBM 360 computer at a 
base in Cali forn ia is used to correct da ta from a  Navy satelli te which the  Po lar is 
uses for  guidance. An IBM 360 computer  was  used at  a base in Virginia to de
velop the flight table for the  Navy sat ell ite  which guides  the Polaris , An IBM 
360 compute r in South Carolina is used in connection with logistics supp ort for 
the  Polaris  fleet. In  addition , a ma jor  co ntra ctor for the  Polaris  p rogram rep ort 
edly uses an IBM 360 computer for  payroll and other adm inistrative funct ions. 
However,  according  to  a Depar tment  of  Defense computer expert, these jobs are  
all  rou tine  operatio ns th at  could be performed by any of a number of ava ilable 
computers.

With regard  to the licensing of computers for  shipments to Ea st Germany. I 
can confirm th at  the  Oflice of Expor t Control has approved applications, sub
mitted  by var ious firms, to export U.S. computers  equivale nt to the smal l IBM 
Series 360 computers to a number of Ea st European countries . Nine such com
puters  were licensed for  E as t Germany, three of them for  exhibit only. We have 
not issued  licenses, however, for  the export to those  des tina tion s of computers 
equivale nt to those  in the  upper rang e of the  IBM 360 Ser ies.

* The computers th at  ha ve been licensed for e xport from the United States were 
in all cases rela tive ly small, incapable of handling advanced problems, and 
specifically sui table for  the rou tine  'business-type o pera tions for  which they were 
approved. All app lica tions for  computers are scru tinized with  grea t care, and

5 exp ert  advice is sought to assure  us that  the  computers, if licensed, would not
make a significant contribution to the mi lita ry capa bili ty of the  Soviet Union 
and  other Communist count ries. As a res ult  of this screen ing process, we have  
not granted  licenses for  the  expo rt to Ea ste rn Europe of any of the  large, 
ver sat ile computers  capable of hand ling  advanced problems in mil itary, atomic 
energy, or space activities.

A fu rth er  cons ideration  in licensing computers is th at  models equivalent to 
those we approve are  r ead ily available from Western Europe and Jap an.  Refusa l 
to license such computers would be nei ther meaningful nor effective in denying 
similar  computer capacity to E as t European countr ies.

Sincerely  yours,
Rauer H. Meyer, 

Director , Office of E xpo rt Control.
o
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